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THE INSURANCE CURRICULUM: RETROSPECT 
AND PROSPECT 


O. D. 


Florida State University 


“Thinking is one thing in the world upon which no one has 
ever been able to put a tax on tariff."—Charles F. Kettering 


Retrospect 


It is just as well that no government has 
attempted to tax thinking. Even if the ad- 
ministrative and collection problems could 
be solved, the tax would produce little 
revenue, Yet university and college teach- 
ers of insurance engage in a perpetual up- 
hill struggle to encourage their students 
to devote a modicum of thought to the 
complex problems of risk and insurance. 
How best to accomplish this purpose has 
been discussed many times in this Journal. 
The reader of only a few years ago might 
have concluded that the problem had 
been solved neatly. Beadles(1)*, Ivry(9) 
and Wherry(18) surveyed the basic char- 
acteristics of the basic survey course in 
1952 and Bickley(2) polished it off the 
following year. In 1953, Fischer(5), 
Hedges(6), McGill(13) and Trosper( 16) 
did the same for the basic life insurance 
course. In 1954, Loman(11) restated the 
minimum program for the insurance cur- 
riculum, and Hedges(7) demonstrated the 
advantages of the functional approach to 
the advanced property area in an oddly 
titled article. 

After this exhaustive treatment the at- 
tention of the Association shifted to more 
specialized aspects of insurance educa- 
tion. Irvine(8) pointed out the impor- 

* Numbers in parentheses refer to references 
listed at the end of this article. 


(1) 


tance of a broad approach, emphasizing 
principles, especially in the light of the 
movement towards multiple-line insur- 
ance. Cockerell(4) described how insur- 
ance education in Great Britain differs 
from that in the United States, and Kline 
(10) discussed the availability and ad- 
vantages of visual aids. A general euphoria 
prevailed. 

A number of disquieting voices recently 
have been raised in the proverbial wilder- 
ness. Mehr({14) and Ratcliff(15) sug- 
gested that it was time that insurance 
teachers did a little thinking about the 
case method, the former relating it to a 
philosophy of learning. Loman(12) ex- 
amined the place of the insurance cur- 
riculum in a changing world and, like any 
good teacher, raised more questions than 
he was able to answer. He called upon in- 
surance teachers to develop insurance or 
risk-bearing into an integrating course 
that could serve as a sort of key to open 
many doors and shed light on all the di- 
verse fields of business administration. 
Blanchard(3) made an impassioned plea 
for risk as a special subject of study and 
strongly advocated the risk-management 
approach. Trosper(17) challenged the 
membership of the Association to seek and 
systemize the principles of insurance, 
whose nature and significance Pfeffer had 
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outlined elsewhere.* Awakened from his 
habitual lethargy by these needlings, this 
writer feels impelled to insert his own 
views. 

General Education 

Deans, curriculum committees, and 
others concerned with the decision-mak- 
ing process in university curriculum de- 
velopment must be led to recognize the 
importance of risk and insurance in all 
human activities. Merely by virtue of his 
existence, man is exposed to the risk of 
premature death. Merely by living in an 
imperfect world, he exposes himself to 
risks of accidental injury and disease. 
When he begins his productive career he 
is exposed to the risk of involuntary unem- 
ployment. If he escapes loss from pre- 
mature death, he is exposed to the virtual 
certainty of loss from old age. As soon as 
man acquires property he is exposed to 
risks of its loss through events such as fire, 
theft, and windstorm. As society becomes 
more complex, new risks are created such 
as automobile collisions, aviation acci- 
dents, boiler explosions, and runaway 
atomic reactors. The development of a 
body of law reduces some risks but creates 
new risks of legal liability. When man 
engages in investment or business activi- 
ties, he exposes himself to socio-economic 
risks such as inflation, price and demand 
changes, failure of creditors, and confisca- 
tory taxation.** 

Every family and individual should 
make rational plans to deal with the risks 
to which he is exposed. Furthermore, the 
individual or family must plan its income 
and expenditures, its savings and invest- 


ments, and the disposition of accumulated 


* Pfeffer, Irving, “The Nature and Significance 
of Insurance Principles,” Fee ar of the Society 


of Chartered Property and Casualty Under- 
writers, Vol. 10, No. 1, p. 151. (Also published 
as a special supplement. ) 


Author’s forthcoming book, Casualty Insurance, 
which is to be published by Richard D. Irwin 
in 1962. 


property at death. Certainly, no one can 
consider himself an educated person in 
this complex society unless he has some 
understanding of the principles and prac- 
tices of sound family financial operations. 
While other specialized subjects such as 
budgeting, purchasing, and investments 
form a part of the family financial picture, 
the problem of risk runs throughout and 
forms the central core about which the 
other problems can be arranged. Insur- 
ance teachers, who are specialists in risk- 
bearing to a greater degree than those in 
other areas of learning, should take the 
lead in developing and offering such 
courses. The area must not be so narrow 
as many traditional “Principles of Insur- 
ance” courses. The risks with which the 
typical family is concerned include not 
only those traditionally met by insurance, 
but also risks of an investment nature, and 
even such mundane but universal risks as 
that of running out of cash before pay- 
day. A broad course in “Family Risk 
Bearing” should be offered to, and prob- 
ably be required for every college stu- 
dent regardless of his specialty. It should 
not be too difficult for insurance teachers 
to so convince curriculum committees: 
certainly there are few faculty members 
outside schools of business, and all too few 
in schools of business, who could not 
benefit themselves from a course of this 
nature. 


Schools of Business 


The only students who do not have a 
need for the type of course discussed 
above are those who major in the general 
area of business. It is not necessary that 
the course which they take in risk-bearing 
include so broad an area nor be spread so 
thin. They will have been exposed to a 
number of “core” courses in areas such as 
economic principles, money and credit, 
investments, management and marketing. 
The course in risk and insurance can draw 
on these and practically all business sub- 
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jects. It can be designed so as to tie to- 
gether the risk-bearing aspects of other 
business subjects areas and to devote in- 
tensive attention to specielized risk-bear- 
ing techniques, such as insurance. The 
course should be designed to cover in an 
integrated manner what every business 
man should know about risk and risk- 
bearing, but it should be carefully coordi- 
nated with other “core” courses to avoid 
unnecessary duplication. 

The course just indicated should be a 
part of the “primary core” required of all 
school of business students regardless of 
concentration or major. It should be taken 
in the sophomore or junior year: in this 
way it can also serve as a foundation 
course for insurance or risk-management 
majors, and, indeed, as a device to attract 
majors to the field. For schools not offer- 
ing a program in insurance, it can be a 
senior course which partakes of the nature 
of a summarizing seminar and be similar 
to the “integration type course” proposed 
by Loman(12). 

In no event should a person be per- 
mitted to claim that he is an educated 
business man without adequate prepara- 
tion in risk management. Thus, a risk or 


insurance course should be a part of the 


primary core of required courses in every 
school of business. The responsibility for 
convincing faculty members and adminis- 
trative officers of this need rests primarily 
on insurance teachers. Since Loman has 
stated the arguments for such a knowl- 
edge of risk and insurance so ably and re- 


cently,(12) they will not be reiterated 
‘here. 


Professional Insurance Education— 
Specialists or Generalists? 


Approximately two per cent of the 
labor force—about one worker in fifty— 
is engaged in the insurance business. 
Since the proportion of college-educated 
persons in insurance is probably as high 


as that in the labor force, which includes 
everybody from astronauts to miners, it 
would seem logical that one college stu- 
dent in every fifty should be an insurance 
major. While it may take a few years to 
realize this goal, insurance teachers have 
an obligation to bring these considerations 
to the attention of those responsible for 
curriculum planning. Of course, the objec- 
tion will be raised that schools of business 
must guard their pristine purity as centers 
of liberal or general education and not 
descend into the mire of “vocational train- 
ing” such as that offered in schools of 
medicine, law, engineering, education, 
nursing, social work, journalism, dentistry, 
veterinary medicine and pharmacy. 

it often has been said that an educated 
man knows something about everything 
and everything about something. Neither 
of these goals is realizable in this im- 
perfect world, but collegiate education 
should make a determined effort to ad- 
vance as far as possible in both directions. 
Despite all that has been said and written 
about the virtues of a general education, 
the fact remains that economically we are 
a society of specialists. Indeed, the present 
movement towards a re-emphasis on gen- 
eral education is an attempt to preserve a 
minimum bond of common knowledge in 
the face of the economic and technical 
developments that have made intense spe- 
cialization a necessity. Not only are eco- 
nomic and productive processes more 
complex and thus more specialized, but 
the geometric growth of human knowledge 
has advanced to the point where it is 
difficult to learn enough about any one 
area to be able to advance the frontiers of 
knowledge. There will be a few futurz 
Newtons who can make significant contri- 
butions in diverse fields. Yet society is 
advancing at the cost of ever narrowing 
specialization. Since the time required to 
master a field is growing ever greater, 
society would be very unwise to develop 
an educational pattern which deferred 
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specialization until after the attainment of 
the bachelor’s degree. 

Further, a truly educated person should 
have at least one area of knowledge where 
he is far superior to the ordinary college 
graduate. No student should be deprived 
of the opportunity to explore at least one 
area of knowledge in real depth. As Lo- 
man has said(11): 

Unless a student at some stage of his 
college career is obliged to bring to a focus, 
on some definite business area, the various 
fundamental principles he has learned in 
a wide range of courses, he will not have 
been required to coordinate and integrate 
his studies or thinking. Moreover, such an 

_ omission may leave the student mentally 
frustrated and cause him to deprecate his 
college education . . . the failure to compel 

a student to go through the mental disci- 

pline necessary to understand the detailed 

functions, methods, and relationships of 
some specific economic activity to society 
and other economic areas, is overlooking 
an educational opportunity and obligation. 


There is a strong emphasis in current 
business literature on “decision making” 


as the primary responsibility of managers. 


The goal seems to be to develop “decision 
making” as the core of business school pro- 
grams, if not the entire program. With- 
out repeating Loman’s demonstration that 
risk-bearing can serve as well as decision- 
making as the hub of a collegiate business 
program(12), let us examine this concept. 
In all decision-making processes more 
sophisticated than tossing coins, decisions 
must be based on facts or probabilities. 
Even if one makes all his decisions by 
tossing coins, it might be helpful to know 
a few minor facts such as the number of 
sides on the coin, the degree of homoge- 
neity of the material of which it is made, 
and whether the two sides can be distin- 
guished. Morecver, decisions are made 
by relating the facts to some theory or set 
of principles. In the coin toss, for example, 
it might be helpful to know something 
about the law of gravity, the principle of 
insufficient reason, and what happens 


under repeated Bernoulli trials in a ran- 
dom walk situation. Before one can make 
intelligent decisions he must acquire a 
broad background of facts, principles, and 
theories. Decisions are not made in a 
vacuum. 

The above analysis suggests that in 
addition to teaching decision-making, 
business schools must teach a framework 
of facts, principles and theories. But, it is 
alleged, the facts will be out of date in a 
decade or so. This may be true; but, be- 
sides the minor point that the graduate 
must make his living in the meantime, any 
educated person must continue his educa- 
tion throughout life. When a man stops 
learning, he is on the way down. Our in- 
tellectual capital depreciates rapidly un- 
less it is repaired and renovated continu- 
ally. Business school graduates, like other 
professionals, must go on learning 
throughout their careers. This will enable 
them to keep their facts, principles, and 
theories up-to-date. They can thus go on 
making wise decisions. They are done a 
disservice if made to wait until after grad- 
uation to start learning about the current 
situation. Besides, the facts of the present 
are often understandable only in the light 
of past history. The expert in a field is 
usually one who has watched its develop- 
ment for a number of years—often dec- 
ades. The earlier a student masters his 
field the sconer he can become expert. 

Curricula obviously should have a bal- 
ance between general and specialized 
education. Within the major area of spe- 
cialization, there should be a balance be- 
tween general background courses and 
narrower specialization in the “major.” 
There should also be a balance between 
facts, principles, and theories relating to 
specific subject matter areas and those 
relating to decision making. In all cases 
the emphasis should be on the type of 
knowledge which will endure: laws, prin- 
ciples and theories, as opposed to minor, 
detailed facts that will soon be changed. 
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However, principles and theories change 
in the light of increasing knowledge. This 
is just as true in the area of decision- 
making as in any other, as anyone ac- 
quainted with the subject knows well. 


Academic Respectability 

Granted that specialization within a 
particular subject matter area is desirable, 
is the area of risk and insurance one of 
sufficient complexity and academic re- 
spectability to qualify as an appropriate 
specialty? The all-pervasive nature of risk 
has been pointed out above. As to the 
complexity of the subject matter, the fol- 
lowing quotation, written over fifty years 
ago, is apt: 

There is probably no calling requiring so 
intimate a knowledge of every other as 
this. He who assumes the risk of a flour 
mill, for example, should know more of its 
dangers than the miller himself. . . . Draw- 
ing a greater number of contracts in a year 
than do most lawyers in a lifetime, and 
standing often face to face with the most 
perplexing questions of jurisprudence, it 
may be questioned if he should know less 
than does the attorney who has made it 
his profession. Seriously affected by every 
discovery of the chemist, and liable, at any 
moment to have his chances of loss on 
whole risks alarmingly increased by new 
chemical combinations which follow each 
other as rapidly as the changes of a kaleido- 
scope, he should know not less of them 
than does the chemist himself. In short, 
there is scarcely a science, art, or manu- 
facture with which he should not be more 
or less familiar, and if the successful con- 
duct of any one business or calling requires 
a lifetime of study and application, how 
much more should the business of insur- 
ance—which demands a knowledge more 
or less intimate of every other—require life- 
long study and the closest and most con- 
stant observation.* 


This statement refers only to fire insur- 
ance. In these days of multiple-line 


*F. C. Moore, Fire Insurance and How to 
Build. New York: The Baker and Taylor Co., 
1903, pp. 22 & 23 (Quoted in Huebner and 
Black, Property Insurance, New York, Appleton- 
Century-Crofts, Inc., 1957, pp. 6-7.) 


and all-lines insurance, the need for a 
breadth and depth of knowledge is even 
greater(8). Moreover, the function of 
risk-bearing intimately affects all other 
areas of business activity(12). However, 
it has been questioned whether the prin- 
ciples of insurance are really unique to 
insurance or are drawn from other fields 
(17). This is hardly a meaningful ques- 
tion. Every area of knowledge draws 
many of its principles, basic definitions, 
and axioms from other disciplines. Even 
a closed system with little relation to 
everyday reality, such as non-Euclidean 
geometry, must draw its basic vocabulary 
and some of its language and rules of 
proof from other areas. Regardless of their 
ultimate source, there are many principles 
which have become peculiar to the area of 
risk and insurance. It is to be hoped that 
further research and thought, and perhaps 
some discussion, will result in the devel- 
opment of a comprehensive theory of in- 
surance. In the meantime, any competent 
teacher of insurance should be able to 
produce enough principles to convince a 
cynical dean of the academic respecta- 
bility of insurance. 

If academic colleagues are to be con- 
vinced of the importance of risk-bearing, 
courses must be broadened beyond the 
narrow confines of the insurance business. 
Courses should include all devices . for 
meeting risk—either in a full development 
or in a summary of material the student 
presumably has learned elsewhere. For 
instance, in a course in life insurance the 
first point to be made should be the in- 
evitable nature of ultimate death. Then 
the students should study what society has 
done and can do to meet this certain loss: 
how it may be deferred by loss prevention 
techniques and how the economic loss 
may be met by various alleviative devices. 
Frank Dickinson has said that the greatest 
accomplishment of this century is that 
mankind has at last learned to die old in- 
stead of dying young. How many of our 
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life insurance texts make this point? How 
many give an adequate treatment of pub- 
lic assistance and social insurance as al- 
leviative devices? How many even explain 


-OASDI accurately and completely? There 


is much room for improvement, and as it 


‘occurs, insurance teachers should be able 
‘to do better in the continual battle for 


“shelf space” in the catalogue. 
The Insurance Major 


What then, specifically, should the in- 
surance curriculum contain? There are 
two possible approaches: (1) the profes- 
sional insurance approach with a sub- 
stantial number of courses beyond the 
basic course and (2) the risk-management 
approach with fewer subjects. The first 
course in either approach should be the 
basic risk-bearing or insurance course dis- 
cussed above as a part of the primary core 
for all business students. If this course is 
properly designed as an integrated presen- 
tation of risk-bearing principles for the 
businessman, it will not go into such detail 
that there will be serious overlap between 
it and the advanced courses. Care is 
necessary to make sure that there is no 
more overlap than is pedagogically neces- 
sary. 

Beyond this basic course (and indeed 
within it) a choice must be made between 
the line and functicnal (sometimes euphe- 
mistically called principles) approach. 
There are four major lines of insurance: 
life, health, property, and liability. While 
some would tend to favor the traditional 
three-fold classification, it seems clear that 
in terms of the special problems of the 
area and magnitude of the business, 
héalth insurance deserves a place of its 
own. In terms of premium volume, health 
insurance is number two, and its growth 


rate is still the highest of the major areas. 


The functional approach would involve 
a series of four to six courses, of two or 
three semester credits each. The students 
would have to take these in a prescribed 
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order or else much digression would be 
necessary to orient the members of a class 
in (say) rate-making about the material 
they should have learned in a course in 
(say) underwriting. Moreover, differences 
in these functions between lines are so 
great that generalizations are difficult. 
The preferable approach seems to be the 
line one—at least at the second level. The 
basic course gives the necessary orienta- 
tion; and if not too much attention is paid 
to the details of insurer operation, a satis- 
factory treatment is possible for each line 
in three semester or four quarter-hours. 
This “second tier” of courses should be re- 
quired of all insurance majors. The all- 
lines movement now has reached the point 
where neglect of any of these areas would 
constitute overspecialization and be a 
serious handicap to the graduate. 

Beyond the four courses of the second 
tier, some integration of the lines becomes 
possible. The property and casualty 
courses will not be able to go much be- 
yond risks and coverages. This is especi- 
ally true in the casualty area, which should 
include bonding (partly because there is 
nowhere else to put it, partly because both 
involve three parties) and in the property 
course which should include the casualty 
property lines (partly to make room for 
bonding in the casualty course, partly for 
logical reasons ). In the life insurance and 
health insurance courses there should be 
room for a treatment of underwriting, 
rates, and reserves, although the treatment 
of health rates must, of necessity, be 
rather general. 

At the third level the property and 
casualty areas can be combined under 
some title such as “Advanced Property 
and Liability Insurance.” This course can 
adopt the functional approach, treating in 
fair detail subjects such as underwriting, 
rates, reserves, claims, and the insurance 
survey. In a somewhat different approach 
an advanced course in the life and health 


area can treat programming, group insur- 
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ance, pensions, and business insurance 
more intensively than in the second-level 
courses. Courses in social insurance and 
insurance law are also appropriate at the 
third level. 

A further course in estate planning can 
integrate the life and health material with 
the principles of estate and tax law. Other 
fourth-tier courses could include all four 
of the major lines and treat such func- 
tional areas as insurance marketing and 
management, loss prevention, and claim 
settlement. A few schools should develop 
high level courses in actuarial mathe- 
matics. There are not enough in the life 
area and almost none in the property- 
casualty area. Actuarial students, of 
course, should have intensive preparation 
in mathematics. Actuarial science should 
be a separate major, coordinated with the 
insurance major but quite different in de- 
A program as outlined will permit ade- 
quate specialization either in personal 
(life and health) or in general (property 
and casualty ) insurance. However, all stu- 
dents will have had at least one course in 
each of the four areas. The total speciali- 
zation, not counting the basic course re- 
quired of all students, would be the four 
second-tier courses, plus three or four ad- 
ditional courses in insurance. The total re- 
quirement for the major would then be 21 
to 24 semester credits or 28 to 32 quarter 
hours. Thus, specialization would make up 
only about 20 per cent of the students’ 
college study—certainly not excessive. 
The offerings suggested above would 
make it possible for students to prepare 
adequately for the C.L.U. and C.P.C.U. 
examinations without the need for special 
courses. However, they are not designed 
around the examination requirements— 
nor should they be. While not specifically 
designed for the purpose, they will meet 
the requirements for the educational pre- 
requisites for almost all state licensing 
laws. It is possible for a medium-sized 
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school to present this program with a full- 
time staff of three persons if all courses 
except the basic course and the second-tier 
courses are offered in alternate semesters. 
Where the basic course is not a required 
course, two men could probably handle 
the program. Where the school is larger, 
an additional man or some use of part- 
timers would be required. 


The Risk Management Program 

Not every school of business need pre- 
sent a complete professional program such 
as that outlined above. Some will not have 
the personnel, and the supply of qualified 
teachers is so low that if they all tried it 
at once the only effect would be a mass 
shuffling of personnel and a material in- 
crease in salaries.* Another approach 
which permits high-level work beyond the 
basic course with a smaller faculty is the 
risk management approach. This is prob- 
ably the best approach for a school which 
is not willing or not able to present a full 
professional program. To stop with the 
basic course is short-changing the stu- 
dents, and to offer courses in one or two 
lines to the exclusion of the others is open- 
ing the school to charges of lack of bal- 
ance. A school should present a complete 
professional program if it presents any; 
the only logical basis for a compromise 
would be a school in transition. Such a 
school might add one level of courses a 
year, thus building up the whole program 
over a relatively short period. Aside from 
this situation, however, the risk manage- 
ment approach seems best for the school 
which does not want to go “all the way.” 

Unlike the professional approach, the 
risk management approach does not at- 
tempt to equip students for careers in 
insurance. Its goal is to equip them to be 
intelligent users of insurance. A complete 
risk-management program would serve a 
useful function and would be particularly 
useful in preparing students for positions 


* Maybe they all should try it at once! 
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as corporate risk-managers, but this is by 
no means its only application. The key to 
the risk-management approach is that it 
avoids much of the detail of the profes- 
sional approach by aiming at the intelli- 
gent buyer or user of insurance. These 
people do not need as intensive knowledge 
of insurance as do those planning to enter 
the insurance business. Most of the mate- 
rial on company operations can be elimi- 
nated. It is enough to identify the major 
insurer functions and indicate certain situ- 


- ations where they impinge on the prob- 


lems of the consumer. 

A suggested set of course offerings 
might include: (1) “Risk Management: 
Personal Life and Health Risks,” which 
would present the basic life and health 
risks and techniques for treatment, includ- 
ing important insurance coverages and 
basic programming principles. (2) “Risk 
Management: Property and Liability 
Risks,” which course could include a 
similar treatment of risks and coverages 
for property and liability exposures. (3) 
“Risk Management: Employee Benefit 
Plans and Business Life and Health In- 
surance,” which could treat group insur- 
ance, pensions, business life and health 
insurance, and similar topics from the 
standpoint of the user firm. The property 
and liability course could combine indi- 
vidual and business exposures in a single 
course since these are so similar, but the 
division in the life and health area seems 
desirable in view of the amount of subject 
matter. A fourth possible course, which 
would take some courage to institute, 
might be entitled “Risk Management: 
Socio-Economic Risks.” This would in- 
clude unemployment, price and demand 
changes, credit and title insurance, hedg- 
ing transactions, diversification, some 
surety bonding, and a great many areas 
often scattered through a half-dozen other 
courses if treated at all. 

The suggested risk management pro- 
gram still does not contain enough subject 
matter for an undergraduate major in most 


schools. The major could include some 
courses from other departments, or the 
list could be supplemented by some of the 
courses suggested for the professional ap- 
proach. Estate planning seems especially 
appropriate. It could tie in well with an 
actuarial science major, since the actuarial 
major doesn’t have time for many insur- 
ance courses on top of the mathematics 
and statistics he needs. 
Seminars and Master’s Programs 

In either the professional or the risk 
management approach the diverse courses 
ceuld be supplemented with a seminar 
which serves to summarize and integrate 
the work of the several courses and to give 
the student a chance for a little research 
and writing. Such a seminar has been used 
for many years at the Wharton School, 
and one now is being presented (on a 
voluntary basis for the better students ) at 
Florida State University. In 1956-7, there 
were 30 colleges and universities offering 
either such a seminar or a research course. 
Slightly more than half of these were on 
the graduate level.* 

Many school of business graduate pro- 
grams leading to the master’s degree do 
not have room for the kind of specializa- 
tion described above for the insurance 
major. The risk management approach fits 
such a school well and also ties in with the 
growing emphasis on management as a 
broad field, without too much internal 
specialization. The risk management 
courses can serve three functions in such 
a school. For the undergraduate insurance 
major who desires further preparation, 
they can serve as a summary and integra- 
tion of his undergraduate work, with the 
emphasis shifted to the consumer's view- 
point. Tied in with a few specialized 
courses and a thesis program, they should 
provide an excellent additional year of 
study. For the master’s candidate without 

* Erickson, Wm. A. and Norton, John H. Col- 
lege and University Courses in Insurance, Phila.: 


The S. S. Huebner Foundation for Insurance 
Education, 1958. 
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at least the initiative, in maintaining the 
outstanding growth rate of insurance edu- 
cation. 


previous insurance education, except per- 
haps a principles course, the risk manage- 
ment program will provide the nucleus of 
a professional education in risk manage- 
ment. For other students in the graduate 
division, the courses would be valuable 
supplements to other areas of semi- 
specialization. Anyone interested in man- 
agement, especially of personnel, should 
find the course in employee benefit pro- 
grams valuable. Those interested in pro- 
duction management should find the 
course in property and liability exposures 
of interest. A combination of the profes- 
sional program at the undergraduate level 
and the risk management program at the 
graduate level seems to offer the most 
fruitful possibilities for a school which 
does not offer a full-fledged doctoral pro- 
gram. A combination of this type is being 
offered at Florida State University. 


Prospect 


The future of insurance education is in 
the hands of college teachers of insurance. 
Its direction and scope will be determined 
by the effort they put into developing the 
content and arrangement of their courses 
to meet the diverse needs of different 
groups. This should take the form of a 
family security course for all undergrad- 
uates; a principles of insurance course for 
all business school students; and, for most 
schools, some further offerings in the in- 
surance area. These further offerings can 
take the form of a complete professional 
program or a set of risk management 
courses, or both. Within these patterns 
can be found a program to fit the needs 
of schools of almost any size and level of 
resources. Along with this development of 
curriculum must go a broadening of sub- 
ject matter and a study of the principles 
of risk and insurance so that insurance 
will be as academically respectable in the 
eyes of the whole university community 
as it is in ours. The university teachers of 
insurance are capable of meeting this chal- 
lenge. They should take the offensive, or 
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ELIZUR WRIGHT: THE MAN AND HIS WORK 
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A Biographical Sketch * 
Cultural Background 

Elizur Wright III, (1804-1885) had 
many of the characteristics and beliefs 
typical of a large number of 19th century 
reformers. His family and cultural back- 
ground were such as to foster a belief 
in the value of reform. To understand 
this it is necessary to examine the two 
factors most important in the development 
of Wright’s reform attitudes, religion and 
physica! environment. 

The predominant theological base of 
the 19th century reform movements was 
Calvinism. However, it was a Calvinism 
very different from that originally formu- 
lated by Calvin, which had been based 
on the teachings of Saint Augustine, and 
subsequently reawakened by Jonathan 
Edwards. These theologies, with their 
notions of divine sovereignty and divine 
grace, of predestination and election, and 
of depravity and regeneration, were not 
compatible with the then current notions 
of humanitarianism, optimism, and the 
sanctity of the individual. After Edwards, 
it became necessary to reshape the tenets 
of Calvinism so that they were less in 
conflict with the social values of the time, 
and this reshaping on a theological level 
reached its culmination in the work of 
Nathaniel W. Taylor of Yale College. In 
the arena of religious practices, the “new 
Calvinism” was widely established by 
The main source for this treatment is 
Wright, Philip G. and Wright, Elizabeth Q., 
Elizur Wright: The Father of Life Insurance, 
University of Chicago, Chicago, 1937. 


(11) 


Charles G. Finney, the great revivalist 
of the early 19th century. The new 
doctrines which he preached differed so 
radically from orthodox views that they 
were scarcely recognizable as Calvinism. 
Indeed, one author writes: * 


Such was the enlightened Calvinism of 
New England after the Unitarian move- 
ment. Its advocates were respectable 
moderns, whose task was to reconcile the 
doctrines of Calvinism with the new dog- 
mas relevant to human dignity and ‘free 
moral agency,’ which were no less dear to 
them than to their opponents. Really bad 
ideas, such as original sin and divine com- 
plicity in evil, were quietly set aside; others 
underwent drastic operations, and became 
no less harmless. Divine grace became 
moral, resistible, insufficient. Predestination 
became a harmless species of foreknowl- 
edge on the part of God. Damnation was 
postponed to the next world. Human 
depravity and regeneration by the Spirit 
of God were reconciled with ‘free moral 
agency, and moralized and confused be- 
yond recognition. Such Calvinism was 
really not very objectionable, but it also 
was not Calvinism. 
These new doctrines, particularly as 
developed by Finney and mixed with the 
spirit of revivalism, created a strong 
impulse toward social reform. By empha- 
sizing free will and making the notion of 
predestination into an impotent abstrac- 
tion, they implicitly created a missionary 
spirit which impelled those who were 
saved to save others. This religious zeal, 
when coupled with the humanitarianism 


of the period, was inevitably channeled 


? Haroutunian, Joseph, Piety Versus Moralisra, 
Henry Holt & Co., N.Y., 1932, p. 281. 
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into the area of social reform. Perhaps 
the most significant aspects of orthodox 
Calvinism which the reformer inherited 
were the intensity of belief and the abso- 
lute nature of the theological system. The 
new converts were no less firm in their 
beliefs, and they were “strict moralists” 
just as their ancestors had been “strict 
Calvinists.” 

Wright came from a family with a 
strong Calvinistic background. Both his 
grandfather and father were deacons in 
the church, and pillars of orthodoxy. How- 
ever, he was probably influenced by the 
newer religious ideas, and his own ortho- 
doxy was occasionally questioned. In 
fact, one of his chief reasons for abandon- 
ing the study for the ministry was because 
his religious beliefs did not correspond 
with those of the church elders. It is 
clear from his letters written while he 
was involved in the anti-slavery move- 
ment, (1833-1840) that by this time he 
had abandoned the orthodox position and 
had adopted what might be described as 
a religion of humanitarianism. 

Another element shaping Wright's re- 
form attitudes was his physical environ- 
ment. The frontier was an especially 
potent force in establishing in people’s 
minds the value of the individual. In the 
clearing and settling of a wilderness one 
could find evidence of a man’s worth 
which was both tangible and measurable. 
The resultant individualism could, and 
did, cut both ways. In some cases it led 
to a way of life which was selfish and 
hedonistic in the extreme, while in others 
it encouraged a belief in the rights and 
sanctity of individuals and in the equality 
of all men. The reformers from the 
frontier sections were those in the latter 
group who translated their values into 
social and political action. The frontier 
experience also reinforced the democratic 
ideals and humanitarian beliefs which had 
grown out of Enlightenment, and it was 
these ideas which contributed the intel- 


lectual basis of the reform movements of 
the period from 1830 to 1850. 

Wright, like many of the reformers of 
his time, was raised on the frontier. Al- 
though he was born in Connecticut, when 
he was only six years old his family moved 
to the Western Reserve in Ohio. The re- 
sponsibilities which fell to him in the 
establishment and maintenance of the new 
home no doubt created in him a sense of 
self-reliance which he kept through his 
life. The experience must also have 
strengthened the democratic attitudes of 
the Wright family and particularly the 
notion of equal rights for all men, for 
when Wright left Ohio at the age of 
eighteen he was already an ardent demo- 
crat. 

In 1826 Wright graduated from Yale 
where he had been Phi Beta Kappa. It 
was here that he received his formal train- 
ing in mathematics, which was to be of 
great use to him in his insurance reforms. 
Wright had acquired an early interest in 
mathematics from his father, who was an 
amateur mathematician, and while at 
Yale he took all of the courses offered in 
that area. Although he never made any 
original contributions to the science of 
mathematics, he did make applications of 
that science which revolutionized the 
insurance business. 

After graduating from Yale he taught in 
the Lawrence Academy at Groton, Mas- 
sachusetts for two years. He then spent 
a year distributing religious tracts in 
Western Pennsylvania. In 1829 he was 
offered the position of Professor of Mathe- 
matics and Natural Philosophy at Western 
Reserve College in Hudson, Ohio. Wright 
stayed at the college for four years, and 
it is here that his career as a reformer 
begins. 


Wright and Slavery 


The slavery question was the first im- 
portant reform of the period to which 
Wright devoted himself, and for the next 
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thirty years he spent all or part of his 
time working in this cause. His Calvinistic 
background, coupled with an intense be- 
lief in democratic ideals and humani- 
tarianism, caused him to view slavery as a 
great injustice to all men and to God. 
Wright’s moral values were absolute and 
he apparently believed in a Moral Law 
as well as a Natural Law. It was man’s 
responsibility to discover and live by this 
Moral Law. The main source of informa- 
tion concerning Moral Law was the 
Bible with, in Wright's case, a liberal dose 
of “liberty, equality, and fraternity” 
thrown in. As was true for most 19th 
century reformers, Wright did not per- 
ceive any differences between the philo- 
sophical problems and questions in ethics 
as against those in science, and in fact he 
probably would have denied such differ- 
ences. Finally, the notion of a relativistic 
ethic or Moral Law would have appeared 
to him as the Devil’s own doctrine. 

The effect on the reformer of this abso- 
lute ethic and belief in the correspondence 
of Moral and Natural Law was extremely 
important, for it enabled him to proceed 
with the actual reform problem without 
philosophical doubts or misgivings. His 
entire energies, both physical and intel- 
lectual, could be channeled into bringing 
about the “Right.” The opponent's argu- 
ment was examined solely for the pur- 
pose of finding the error which it inevita- 
bly must contain. These attitudes, which 
may appear somewhat one-sided today, 
nevertheless greatly increased the effec- 
tiveness of the reformer. 

In his early years at Western Reserve, 
Wright supported the Colonization So- 
ciety, believing that the slavery problem 
could successfully be resolved by trans- 
porting the free negroes back to Africa. 
However, in 1832 with the appearance of 
Garrison’s Thoughts on African Coloniza- 
tion, Wright and some of his colleagues 
rejected the idea of colonization and 
established an Immediate Emancipation 
Society at Hudson. From then on Wright 


spent most of his time lecturing, writing 
editorials, criticising opponents, and in 
general, working in the cause of emanci- 
pation. By 1833, he and his abolitionist 
friends were, as the Board of Trustees 
saw it, bringing to the college a good deal 
of unfavorable publicity. Therefore, when 
Arthur Tappan offered to support him for 
a year if he would move to New York 
City and conduct his anti-slavery activities 
from there, Wright accepted and resigned 
before the Board of Trustees had taken 
any specific action. 

With his entrance into the active anti- 
slavery movement, Wright became a full- 
time reformer, and it is this role which 
best describes the rest of his life. The 
reforms which he undertook were many 
and varied, and the particular occupations 
in which he engaged in order to foster 
them were diverse. He was to become an 
editor, journalist, translator, book peddler, 
insurance commissioner, consulting actu- 
ary, and secretary to various organiza- 
tions, but all of these occupations were 
simply tools to bring about either directly 
or indirectly the reforms in which he 
believed. He approached his reforms as 
a religious zealot, and he felt that it was 
his moral responsibility to crush out 
wrong and injustice wherever he found it. 
To this end he was willing to sacrifice 
everything, and it was not until he was 
nearly fifty-five years old that his income 
could be called comfortable. In some 
periods he was completely without earn- 
ings, and during most of his life, his in- 
come was such as just barely to meet 
the needs of his large family. However, 
it would be misleading to say that Wright 
chose a life of semi-poverty in order to 
prosecute his reforms, for his Calvinistic 
value orientation was such as to preclude 
any choice. The ethical imperatives im- 
plicit in his philosophy of life forced him 
into a single action pattern, and he could 
only be content when fighting for some 
just cause. 

Upon arriving in New York in 1833, 
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Wright helped Arthur Tappan found the 
New York Anti-Slavery Society. Tappan 
became president of this organization and 
Wright was made secretary. Wright was 
also appointed editor of the Emancipator, 
the newspaper of the newly formed 
society. He continued to edit this paper, 
off and on, for the next six years. As 
Secretary of the New York Society, it fell 
to Wright to issue the call for a conven- 
tion for the purpose of forming a national 
society. This convention met in Philadel- 
phia on December 4, 1833. The American 
Anti-Slavery Society was founded, and a 
Declaration of Sentiments written by 
William Lloyd Garrison, was adopted. 
The Declaration called for the immediate 
emancipation of the slaves and promised 
that the members of the society would 
follow a policy of non-resistance. A reli- 
gious spirit pervaded the convention, and 
the delegates considered themselves on a 
mission more sacred and more important 
than that of the delegates of 1776. 
Wright was elected Secretary for Do- 
mestic Correspondence of the national 
society (1833-1839) and editor of the 
Anti-Slavery Reporter which was replaced 
by the Anti-Slavery Record (1835-1837). 
These publications appeared monthly and 
contained for the most part a descrip- 
tion of incidents designed to inflame 
the reader against the mistreatment of 
the slaves. Wright was also editor of the 
Quarterly Anti-Slavery Magazine (1835- 
1837). This was a more elegant publi- 
cation carrying articles discussing legal, 
moral, and religious questions on slavery, 
which would presumably interest a more 
sophisticated audience. Wright contrib- 
uted many articles and editorials to these 
and other journals and newspapers at- 
tacking pro-slavery sentiments and de- 
fending the position of immediate emanci- 
pation. Garrison’s description of Wright's 
literary style conforms to what one might 
expect from a man who later was to 
reform the mathematical bases of life in- 


surance: “Wright is a thorough logician, 
dextrous, transparent, straightforward.” * 
As secretary of the national society, 
Wright’s duties included: corresponding 
with potential agents and friends of the 
movement in various parts of the country; 
supplying them with pamphlets and copies 
of the newspapers and journals for propa- 
ganda purposes; raising money to pay 
salaries and other expenses of the society; 
printing tracts; lecturing; and preparing 
the annual reports of the society. These 
duties coupled with his editing responsi- 
bilities kept him desperately busy, but his 
dedication was such that he never seems 
to have questioned the arduousness of his 
tasks or the smallness of his pay. His 
letters describing his activities are gener- 
ally optimistic and filled with religious 
overtones, as the following excerpts indi- 
cate: ¢ 
I know not what instrument God may 
choose—and it is no matter, but I do know 
that He will glorify His holy truth in the 
speedy and everlasting triumph of this 
righteous cause. 
It has frequently given me uneasiness to 
suspect that some of the thousand slanders 
against us might reach you and lead you 
to fear that I had been guilty of something 
that would injure the holy cause in which 
I have the honor to be engaged. I trust, 
however, that you will see in due season 
that by the grace of God I have done 
nothing which will stay the march of truth 
and righteousness. I never felt more safe 
and happy, or more confident of success 
than now. What if we should all be swept 
away? The cause is in stronger hands than 
ours or the enemy’s. It must succeed! 
He was engaged on a mission for God 
and, like the Christian martyrs of old, 
would give his all until the cause was 
won. The religious allusions and sense 
of martyrdom which pervaded his per- 
sonal correspondence are important in 


3 Garrison, William Lloyd, Liberatc’, 1834, 


No. 207; quoted in Garrison, Wendell Phillips 
and Garrison, Francis Jackson, William Lloyd 
Garrison, New York, 1885, Vol. 1, p. 461. 


* Wright and Wright op. cit., p. 80-81. 
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that they showed Wright's personal per- 
ceptions of the reform movement. 

Even though Wright retained his belief 
in the importance of religion, his attitudes 
towards the religious institutions them- 
selves were becoming more and more 
critical. He was both discouraged and 
disillusioned by the lack of church support 
for the great Christian cause of abolition. 
To him, the neutral or passive position of 
the Northern churches was just as damna- 
ble as the advocacy of slavery by the 
Southern pulpits. Looking back in 1882 
he described the role of the churches in 
the abolitionist struggle as follows: © 

Neither were the powerful Christian sects, 

or churches, to be relied on. To them it 

was a theological civil war. And, as organ- 
izations, they stood by an institution which 
at the south was as inuch in the church 
as in the world. As obstructions to the 
moral movement, the churches were far 
more effective than the mobs. The pulpit 
everywhere—with a very few exceptions— 
either justified slavery from the scriptures, 
or denounced abolitionism as a pestilent sin. 
Thus Wright was bitterly disappointed at 
what he believed to be a great moral 
failing on the part of the churches, and 
this experience was important in deter- 
mining his shift away from religion. 

Wright remained as a full-time partici- 
pant in the abolitionist movement until 
April 1840. This year also marks the end 
of the unified anti-slavery movement. The 
rift which had been growing since 1837, 
broke through to the national level, and 
from this time on there coexisted compet- 
ing anti-slavery factions or societies with 
aims which generally coincided, although 
the means for the achievement of these 
ends differed. The issues which factional- 
ized the abolitionists were not directly 
related to the slavery question, the pri- 
mary ones being the questions of women’s 
rights and of political action. 

The women’s rights problem was the 
~~ 8 Wright, Elizur; Myron Holley; and What He 
Did for Liberty and True Religion. Boston, 
1882, pp. 229-230. 


first to plague the abolitionists and drew 
from them three different reactions: (1) 
the conservatives believed that women 
should be barred from politics and reform 
movements, and should be kept in the 
home; (2) some of the liberals, Wright 
among them, thought that women should 
be given equal rights, but that this reform 
should be kept independent of the slavery 
reform, for if it were not it would only 
confuse the issue and weaken the more 
basic and necessary reform movement; 
(3) the liberal faction led by Garrison 
argued that the women’s rights question 
was just as much a moral problem as 
slavery and should be given the aboli- 
tionist’s complete support. In practice, the 
first two groups joined in opposing any 
action on the “woman question.” 

The question of the political action and 
the responsibilities of the abolitionists was 
perhaps more important and more de- 
cisive in bringing about the break. The 
positions depended upon the abolitionist’s 
interpretations of the value and legality 
of the Constitution and on his practical 
beliefs as to what type of political be- 
havior would best advance the anti-slavery 
cause. Wright, believing that government 
was necessary and that the Constitution 
was a legal moral document, argued for 
the formation of an independent aboli- 
tionist party in his annual report of 1839 
to the American Anti-Slavery Society. The 
extreme opposing position was held by 
Garrison, who in 1837 had met John 
Humphrey Noyes and had been greatly 
impressed by his ideas. Garrison, from 
the premises of his non-resistance phi- 
losophy, argued that all government was 
necessarily sinful since it implied force 
and that the Constitution was “a covenant 
with death and an agreement with hell.” 
The middle-of-the-road position adhered 
to the “little devil doctrine” which dic- 
tated voting for the major party candidate 
who was the “littlest devil,” that is, the 
one who was least pro-slavery. 
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These differences of opinion first 
brought about an open break in Garrison’s 
home state, Massachusetts, and in May 
1839 Wright assumed the editorship of 
the Massachusetts Abolitionist in Boston. 
This paper was the factional competitor 
of the Liberator, and Wright’s editorial 
policy was to ignore the women’s rights 
question and strongly advocate the forma- 
tion of an independent political party. 
However, the owners of the paper were 
apparently most interested in attacking 
Garrison, and Wright’s advocacy of a 
“human rights party” offended the clergy 
and caused a loss of subscriptions. There- 
fore, Wright remained as editor for less 
than a year, leaving the position and, for 
the most part, the anti-slavery movement. 

During the 1840’s Wright devoted only 
a small part of his time to the cause of 
abolition. It is true that from 1846 to 
1850 he edited his own paper, the Chrono- 
type, in Boston, and that this paper dis- 
cussed the slavery problem, but this was 
only one of dozens of topics which he 
examined during this time. More will be 
said of the Chronotype in connection with 
Wright's life insurance and other reforms. 

In 185i he became editor of the newly 
established Commonwealth, which was 
expected to be the organ of the Free- 
Soilers in Boston. This paper replaced the 
Chronotype and the Republican, the two 
Boston papers most favorable to the Free 
Soil party. However, Wright’s attacks on 
the Fugitive Slave Law of 1850 were so 
bitter that no political party could sub- 
scribe to them, and so in 1852 he was 
replaced. 

Wright's reaction to the Fugitive Slave 
Law, like that of most abolitionists, was 
immediate and violent. He denounced it 
as morally criminal and sinful, and also 
questioned its legal basis. Wright himself, 
in 1852, was tried as a violator of the 
law. He was charged with aiding a fugi- 
tive Negro to escape trial. The actual 
evidence against Wright was weak and 


testimony was conflicting, but the defense 
was primarily an attack on the constitu- 
tionality of the law itself. The first trial, 
in which Wright acted as his own lawyer 
and exclusively argued the legal question 
of constitutionality, resulted in a “hung 
jury,” but in his second trial, which was 
based on the available evidence bearing 
on his contribution to the escape, he 
was acquitted. 

Wright voted for the Free-Soilers in 
1856 and for the Republicans in 1860. 
It seems as though he was following the 
“little devil” doctrine, but this was not 
his perception of the situation for he later 
writes: 


The party that voted for Freemont in 1856 
and for Lincoln in 1860 was as clearly the 
natural result of that voting for Birney in 
1840 and 1844 as an oak is of a well 
planted acorn.® 


After the South had seceded, but before 
hostilities began, Wright suggested to 
Salmon P. Chase, Secretary of the Treas- 
ury in Lincoln’s cabinet, that the North 
offer to compensate the Southerners for 
the freeing of the slaves. Needless to say, 
this proposition, which Wright by some 
twisted logic believed would prevent war, 
was not adopted since the right of the 
Southerners to hold slaves was, at this 
time, unquestioned by the Federal govern- 
ment. 

Having been involved in the anti- 
slavery movement for thirty years, Wright 
saw slavery as the raison detre of the 
Civil War, and during the early war years 
wrote several letters to Chase urging 
emancipation. With Lincoln's proclama- 
tion, Wright was pacified. After the Civil 
War he favored a lenient reconstruction 
program since, as he saw it, the moral 
wrong had been corrected, and the slave- 
holders had suffered enough. He ap- 
parently never became involved in the 
issue of the rights of the freedmen. 


® Wright; Myron Holley, op. cit., pp. 234-235. 
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Miscellaneous Activities (1840-1850) 


When Wright was discharged from the 
Massachusetts Abolitionist in 1840, his 
financial condition was poor indeed. He 
had not received the full compensation 
originally promised, and his future job 
prospects were not at all good. He 
wanted to edit an anti-slavery daily of his 
own, but at that time no funds were avail- 
able for such a project. There were oppor- 
tunities for him in the fields of teaching 
and farming, but these he found unap- 
pealing. Finally, as a somewhat imprac- 
tical solution, he decided to publish a 
deluxe edition of his translations of La 
Fontaine’s Fables. He had originally trans- 
lated these fables as entertainment for 
his children and now saw the possibility 
of producing a serious literary work. The 
publication was completed in 1841, and 
the book was highly praised by the con- 
temporary press and magazines. It is still 
regarded by many as the best English 
translation. However, literary success did 
not bring financial relief, and Wright had 
a good deal of trouble selling the 1000 
copies which were printed. To this end 
he became a book peddler for the next 
two years and traveled to various eastern 
cities contacting friends and potential 
customers. Even after all of this effort he 
still had 300 copies unsold and decided to 
travel to England where he believed that 
he could easily dispose of them, since a 
less elegant edition had appeared there in 
1842 and had been favorably received. 

In addition to selling his books, Wright 
had several other responsibilities while in 
England, the most important of which, as 
far as his future work was concerned, was 
a commission from the Massachusetts 
Hospital Life Insurance Company to ex- 
amine the English insurance practices and 
obtain information for their use. Wright's 
contact with this company resulted from 
his having occasionally done mathematical 
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work for them during his book peddling 
days. 

Wright’s trip to England was most 
successful. He traveled throughout all 
of the British Isles in an effort to sell his 
books (he was also selling copies of 
Sparks’ Lives of Franklin and Washing- 
ton), and became very fond of the English 
countryside, though, being a true reformer 
and democrat, he found much to criticize 
in the class system of England. The pro- 
ceeds from his book sales enabled him to 
pay all of his debts, and within a year of 
his return to America he began working 
on his own paper the Chronotype (1846- 
1850). 

Wright's philosophy of reform in estab- 
lishing and editing this paper shows 
marked differences from that which he 
held less than ten years earlier. In the late 
1830's Wright had taken Garrison to task 
for mixing extraneous reforms with the 
slavery question. Taking the purist posi- 
tion, he had argued that the introduction 
of other reform elements into the Anti- 
Slavery Society would weaken the effec- 
tiveness of the whole movement. By 1846, 
however, Wright seems to have recog- 
nized his own unbounded enthusiasm for 
reform and his desire to speak out and 
criticize any and all evils which he 
thought existed. No longer the purist, he 
found any abuse fair game for his biting 
pen. It appears that the main purpose or 
motivation for the paper was his need 
to be able to say what he wanted when 
he wanted, rather than a consideration of 
the public demand. Wright's definition 
of a newspaper is interesting for it shows 
the breadth of coverage which he envi- 
sioned for the Chronotype:* 


Our idea of a newspaper has always been 
that of a stirrer up of thought. That is 
what we have aimed to make the Chrono- 
type. To this end it has been our design 
to make it eminently a newspaper, bringing 


™Chronotype: August 25, 1847. 


‘ 

| 
} 
re 
| 
| 4 
Lt 


18 The Journal of Insurance 


before the mind, not the latest trivialities, 
but all the significant unfoldings of old 
Time, all the straws that show the course 


of coming tempests. 


In order to guarantee his independence 
and freedom of thought, he edited, con- 
tributed to, and published the paper him- 
self. The topics which he discussed were 
varied and included the following: slav- 
ery, temperance, the Mexican War, the 
tariff, insurance, the “penny post,” hydro- 
pathy, religion, art, drama, education, 
woman suffrage, phonography, and for- 
eign affairs. He also occasionally contrib- 
uted poems. Thus the paper really repre- 
sented his current opinions on whatever 
topic he chose to discuss. His contem- 
poraries respected the quality of the 
publication though they sometimes found 
his extreme ideas unpleasant, and it af- 
forded him a modest income which was 
sufficient for the support of his family, 
which at this time included eight children. 
’ The remainder of Wright’s life was 
devoted to work in the field of life insur- 
ance and will be treated in detail in the 
second part of this paper. 


Wright's Philosophy of Reform 

Wright was engaged as a reformer for 
more than fifty years, and during this 
period his values underwent considera- 
ble alteration. His Calvinistic and frontier 
origins, as well as his democratic beliefs, 
have already been cited. When he 
entered the reform movement in the early 
1830's it was with the spirit of the mis- 
sionary or crusader, no doubt influenced 
by the revivalism of the period. He had 
at this time abandoned the orthodox 
Calvinism of his ancestors and had ac- 
cepted the newer doctrines, which were 
more compatible witii his humanitarian 
attitudes. However, the intensity of his 
religious beliefs was not at all lessened, as 
his writings of the period show. 

Two factors stand out as being responsi- 
ble for the weakening of Wright’s belief 


in the value and truth of religion. The 
first was the attitude of the church and 
the clergy toward reform movements in 
general and the anti-slavery movement in 
particular, which has been discussed pre- 
viously. The second was the emergence 
of science in the 19th century, as a method 
of predicting and interpreting the uni- 
verse. Wright had early become interested 
in science, and while at Yale he took all of 
the courses in the natural sciences. In 
his course in Natural Philosophy at 
Western Reserve, he taught such subjects 
as chemistry, geology, atmospheric cur- 
rents of the winds, and electricity. Where 
Biblical and scientific explanations were 
in conflict, Wright supported the latter. 
In his last years he published several 
articles criticizing the Bible for its ab- 
surdities and immoralities, which - indi- 
cated his complete acceptance of the 
scientific approach to knowledge. 

Wright’s final philosophy was devoid of 
any religious beliefs or overtones with the 
possible exception of the notion of a moral 
law. He conceived of moral law being 
rooted in society and social relationships. 
Once there is a society, a moral law must 
necessarily be established if the society is 
not to be destroyed. These ideas are 
very close to the modern sociological ex- 
planation of ethical systems, but his writ- 
ings do not make it clear whether he 
envisioned a single moral law inhering in 
all societies, or whether he would accept 
the idea of cultural relativity. 

From 1876 until his death in 1885, 
Wright and Robert G. Ingersol were close 
personal friends. Ingersol’s influence on 
Wright’s philosophical views can be seen 
from the following quotation: * 


I do not confound myself with my material 
structure, yet I suppose that I must fall 
into the category of ‘Materialists’ or 
‘Atheists,’ because I do not profess to know 
or believe that mind was the first cause of 


8From Wright, Elizur “Materialism alias 


Atheism,” Nov. 1884 quoted in Wright and 
Wright op. cit., p. 307. 
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' matter or that I can or shall consciously 
exist without a material body, any more 
than I know or believe that I did exist 
before I had one. I am non-committal on 
such points. 


Though he calls himself an atheist, it is 
apparent from the last sentence that he 
was adopting the agnostic’s position. How- 
ever, his other writings, containing such 
cryptic descriptions of God as “an infinite 
man in the sky,” indicate that he was 
very skeptical concerning the existence of 
God. 

The progressive nature of Wright's 
thinking is shown by the fact that, even in 
his later years, he was involved in the 
intellectual debates of the day. Unlike 
many of the early 19th century reformers, 
Wright continued a life of active zeform 
until his death, and his ideas kept pace 
with the times. 

In its final statement, Wright’s phi- 
losophy of reform still retained many of 
the original motivating values. He never 
abandoned the democratic ideals of free- 
dom and equality. The humanitarian’s 
need to relieve human suffering was still 
present. From Calvinism he retained only 
the concept of moral responsibility and 
the characteristic of the early New 
Englander to translate an intense belief 
into direct action. He believed in the 
existence of a moral law and was con- 
fident in his ability to distinguish good 
from evil. Though his values changed 
considerably during his lifetime, the total 
effect of them always was a belief in the 
necessity and efficacy of reform. 


Elizur Wright’s Life Insurance Reforms 

Elizur Wright was particularly well 
equipped to become the “Father of Ameri- 
can Life Insurance,” for as has already 
been pointed out, he possessed the quali- 
ties of the reformer, and he was a com- 
petent mathematician. Mathematical abil- 
ity and knowledge was a very necessary 
prerequisite, since any prolonged debate 


on the pros and cons of life insurance will 
inevitably lead to a consideration of the 
actuarial principles which underlie the 
point in question. Many critics, and for 
that matter advocates of life insurance, 
are effective only up to a point, because 
they are not familiar with actuarial 
science. It is often the case that the 
rigor and complexity of an algebraic analy- 
sis seem to give credence to an original 
assumption which is, in fact, a value 
premise. Most questions in life insurance 
practice deal with the “equitable” method 
of handling a particular problem. When 
an actuary is able to lay down a barrage 
of mathematical formulae in support of 
a given method, the non-mathematician, 
and perhaps the actuary himself, may be 
inclined to believe that the “equity” of 
the method has been unequivocally dem- 
onstrated. This, of course, is not the case, 
since “equity” is not a demonstrable prop- 
erty. The reformer, just as the life insur- 
ance company president, is arguing from 
value premises, and finds his position 
materially weakened if he cannot follow 
the mathematics of his opponent and 
produce a mathematical explanation of 
the operation of his proposed reforms. 

Wright, however, was at no such dis- 
advantage and was frequently able to 
show mathematically the implications for 
solvency or policyholder equity of various 
company practices. Furthermore, he had 
the ability, probably acquired from his 
experience as 2 teacher, to explain some 
very complicated insurance concepts in 
language which could be understood by 
non-technicians. He often centered his 
discussions, no matter how technical the 
points involved, on the effects of a given 
company policy on the security and cost 
in dollars to the policyholder. This type 
of approach substantially increased his 
effectiveness and enabled him to reach a 
much larger audience. 

Wright’s motivation to engage in life 
insurance reforms is not hard to under- 
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stand. From the moral or ethical point of 
view, he was engaged in a great crusade 
for the widow and orphan. The destitu- 
tion which followed the death of the 
breadwinner could be avoided through 
the great institution of life insurance, but 
in many ways the men controlling this 
institution were not dealing justly with the 
policyholders or their survivors. Wright's 
mission was to fight to guarantee that the 
promises made in the life insurance policy 
were carried out in such a way as to 
grant full protection to the beneficiaries 
and to make sure that they had a real 
and not a false security. Furthermore, life 
insurance was not simply a device grant- 
ing protection but also provided a method 
of saving. The establishment of the polli- 
cyholder’s right to his savings fund was 
something Wright fought for throughout 
a thirty year period. 

Wright's love of mathematics, which he 
had acquired from his father, was also an 
important motivating factor. Life insur- 
ance reform provided for him a work 
which was both intellectually rewarding 
and morally worthwhile, and it therefore 
became the central activity of his life and 
and the field in which he made his most 
important contributions. 

In terms of his future career, the most 
significant activity which Wright under- 
took during his visit to England in 1844 
was the study of English life insurance 
companies and practices. The problems 
and abuses which he studied there made 
him aware of the need for reform in many 
areas. His description of the situation 
which aroused him to action is pertinent 
here: ® 


The present writer cannot better explain 
the working of this defect (the plunder 
of policyholders unable to pay their pre- 
miums) than by stating what fell under 
his own observation when, in the year 
1844, he visited England as a peddler of 
Sparks’ Lives of Franklin and Washington, 


® Wright and Wright; op. cit., pp. 222-223. 


as well as a publication of his own. He 
had from the Massachusetts Hospital Life 
Insurance Company, a corporation char- 
tered in 1816, a commission to procure 
information for its use on life insurance 
and a letter of introduction to Josh : 
Milne, the author of the ‘Carlisle Tables 
of Mortality’ and other statistical works, 
then at the head of the Sun Life and l'ire 
Office. That gentleman, in his sixty-ninth 
year, received me most graciously, and 
communicated to me even more informa- 
tion than I was capable of holding. About 
a week afterwards I was invited by John 
Kenyon, a well-known London Maecenas, 
to one of his literary breakfasts, where I 
met such men and women as Samuel 
Rogers, B. W. Procter (better known by 
his nom de plume, Barry Cornwall), 
Robert Browning, Miss Mitford, Elizabeth 
Barrett (afterwards Mrs. Browning) and 
others. Procter, sitting next to me asked 
pleasantly, “What of the London lions have 
you seen?’ “The Thames Tunnel,’ I replied, 
‘is the largest, but the most interesting to 
me has been the Sun Life Office, where I 
have learned a good deal about life insur- 
ance that was new to me.’ ‘Life insurance,’ 
broke out Mr. Procter, ‘it’s the greatest 
humbug in Christendom.’ I was quite 
thunderstruck but managed, after a little 
hestation to say, ‘You surprise me, Mr. 
Procter. If I had not taken a policy from 
a life company just started in Boston, I 
should not have dared to cross the water, 
leaving a wife and five children on the 
other side.’ ‘Go to the Royal Exchange,’ 
said Mr. Procter, “Thursday afternoon at 
three o'clock, and you will see what I 
mean.” I assured him I would do so, and 
did. What I saw at that sublime center of 
trade was a sale of several old policies on 
very aged men to speculators apparently 
of Hebrew persuasion, to be kept up by 
them by their paying annual premiums to 
the company till the decease. This was 
done, I was told, because the companies 
made it a rule ‘never to buy their own 
policies.’ A poor rule it seemed to me! I 
had seen slave auctions at home. I could 
hardly see more justice in this British prac- 
tice. If I should ever become old myself, 
I thought, I should not like to have a policy 
on my life in the hands of a man with 
the slightest pecuniary motive to wish me 
dead. This then is what had disgusted 
the sweetest song writer in England with 
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life insurance. I soon found there was a 
reasonable act of Parliament against the 
issue of a policy in the absence of insurable 
interest on the part of the policyholder in 
the life of the insured, but no law what- 
ever against the continuance of one, after 
all insurable interest had ceased; on the 

contrary, a judge-made law allowing it. I 

resolved, if I ever returned to America, it 

should be otherwise here, if my voice could 
avail. 

However, as we have seen, Wright did 
not devote his full time to life insurance 
reforms, and it was really not until 1852 
that he concentrated in this field. Before 
that time his activities in insurance were 
limited and sporadic. In 1844, before he 
left for England, Judge Willard Phillips, 
president and founder of the New Eng- 
land Mutual had requested him to prepare 
a set of valuation tables, but Wright could 
not find time for the task, and so it was 
postponed. In 1845 Wright sold the same 
company on the idea of issuing a policy 
at reduced rates to total abstainers. He 
was at this time made an agent for the 
company, and given a special contract to 
establish and run a department to handle 
this type of risk. He was, however, unable 
to secure a sufficient number of insureds 
who would pledge themselves to total 
abstinence, and so the plan was aban- 
doned. During his editorship of the 
Chronotype he included many articles on 
the nature of life insurance, the problem 
of forfeitures, the actuarial soundness of 
premium notes and various other topics 
related to life insurance. 


Wright Establishes a Legal Reserve 


When Wright became interested in life 
insurance in 1848 the following problems 
or shortcomings existed: first, reserve 
valuations were made only sporadically 
and then entirely at the discretion of the 
individual companies, i.e., there was no 
regulation of any kind requiring a com- 
pany to make a periodic valuation; and 
second, while the notion of net premium 
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reserves had been developed, most com- 
panies, both here and in England, were 
content to make valuations on a gross pre- 

With his usual vigor, Wright set about 
to correct these limitations, and by 1861 
this phase of his reforms was successfully 
completed. It should be noted that al- 
though Wright's first misgivings concern- 
ing life insurance were connected with 
surrender values or rather the lack 
thereof, he did not cope with this problem 
until after he became insurance commis- 
sioner. He instead devoted himself to the 
establishment of the legal reserve concept, 
and this is much more the reasonable ap- 
proach, since it would be practically im- 
possible to convince company manage- 
ment that surrender values were in order 
if they did not already admit the need 
for setting up reserves. Thus Wright 
dealt first with the problem of solvency, 
and then later with the problem of equity. 

The first important contribution which 
Wright made to the solution of the reserve 
problem was the publication of his Valua- 
tion Tables in 1853. These were later 
revised and enlarged in a second edition 
which appeared in 1871. The tables indi- 
cate the reserves which should be held 
for ordinary life, limited-payment life, and 
endowment insurance policies. They show 
proper reserving values for policies issued 
at ages 10 or greater. All told they involve 
an analysis of some 268 different policies. 
The labor involved in these calculations, 
particularly without the aid of any me- 
chanical or electronic equipment was, of 
course, enormous, but even more signifi- 
cant were the actuarial ideas which 
Wright incorporated into his computa- 
tions. In the preface to his second edition, 
Wright includes a development of the 
actuarial formulae which he used in deter- 
mining the reserve values. These ex- 
plicitly indicate that Wright carried out a 
net premium valuation in which no credit 
was taken for future expenses. The effect 
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of this is doubly significant since at the 
time that Wright's tables appeared they 
were the only ones available, and any 
company wishing to take adavantage of 
them was obliged to use a net premium 
method of valuation. In addition to the 
epmputed reserve values, Wright included 
commutation columns which would facili- 
tate the calculation of any values required 
which were not given in the tables. 

Wright’s tables were computed on a 
mortality assumption based on the “Com- 
bined Experience” or “Actuaries’” rate of 
mortality, and a 4 per cent interest rate. 
The “Actuaries’” table of mortality is 
derived from the experience of seventeen 
British companies and was published in 
1843. The rates of mortality in this table 
were not significantly different from those 
contained in the American Experience 
Table which was the first table developed 
from purely American experience and 
published in 1868. In his first report, as 
commissioner, Wright gives the following 
justification of his mortality and interest 
assumptions: 1° 


This particular expression for the law of 
mortality was deduced from the experi- 
ence of seventeen of the best established 
English companies, and though possessing 
no special authority as a result of scien- 
tific induction, being remarkably well grad- 
uated and corresponding with other obser- 
vations in both hemispheres, and espe- 
cially with the experience of insured lives 
in this country, so far as that has been 
observed, it may as well be assumed for 
the law itself as any other. The difference 
between the various rates of mortality 
adopted by different companies is proba- 
bly of less practical importance than the 
difference between the rates of interest 
assumed as certain to be realized on the 
investment of money. A very large part of 
the immense sums promised to be paid in 
the distant future is to be produced by the 
accumulation of interest, and the premium 
being fixed at the outset and unalterable, 


10 Wright, Elizur, Fourth Annual Report of the 
Massachuseits Insurance Commissioners, 1859, 
pp. 5-7. 


it will make a life or death difference with 
the company whether six per cent interest 
is always to be received on investments, 
or the rate is to fall occasionally or perma- 
nently to four or three per cent. If the 
interest is to be more the premium may 
be less, and if it is to be less, the premium 
must be more. The only safety is to as- 
sume the rate of interest so low that the 
profits on investments may always exceed 
it, and to divide at short intervals the 
surplus that may result from the excess. 
The English companies are generally 
afraid to assume a rate higher than three 
per cent., and some assume as low as two 
and one-half. The American companies 
generally deem it safe to assume four per 
cent., and that is the rate according to 
which we have made the valuation. . 


When the valuation tables were com- 
plete, Wright then directed his efforts 
toward the passage of legislation requiring 
insurance companies chartered in Mas- 
sachusetts to show on their balance sheets 
liabilities equal to the reserve valuations. 
In 1854, he drafted a bill to this effect. 
But it was defeated, and for the nex* four 
years, he lobbied in vain for its passage. 
In 1858, more by chance than by design, 
Wright’s bill, in a somewhat emasculated 
form, was passed by the Massachusetts 
legislature. His description of the circum- 
stances surrounding its passage are inter- 
esting, for it demonstrates how quite ir- 
relevant factors can be responsible for the 
enactment of legislation of extreme social 
significance." 


It appeared to me to be the duty of 
somebody to get such State supervision 
over all companies issuing life policies, as 
to protect the public from the possibility 
of such unconscionable plunder as 1 had 
seen constantly going on in England. It 
wanted something besides a ‘circumlocu- 
tion office,” or commissioners that knew 
simply ‘how to do it.’ So I set myself for 
several years to lobbying, as I had ofnor- 
tunity, for a law to oblige all the compa- 
nies doing business in the State to make 
and return a valuation of all their policies 


1 Wright, Elizur, A Curiosity of Law, Boston, 


1866, pp. 20-21. 
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annually to the Secretary of State. And 
such a law was passed. Some companies 
complied with it faithfully, others sent in 
valuations of not the slightest value. In 
1856, (chap. 252, sec. 10,) the insurance 
Commissioners were authorized to value 
policies at the expense of the companies, 
‘if they deemed it expedient; ’ but they did 
not. Finally, in 1858, a Bill was presented 
remodelling the Insurance Commission, 
and adding to its duties that of valuing 
all the policies annually, at an expense to 
the companies of one cent for every 
thousand dollars insured. Valuations had 
never been made for any such trifling sum, 
and the scheme was pronounced by numer- 
ous opponents in both houses quixotic and 
impracticable. It was over and over de- 
feated. It hardly numbered half a dozen 
positive friends, but they were hearty. Of 
these were Hon. William Fabens, in the 
Senate, and Hon. Julius Rockwell, the 
Speaker of the House. The mock sessions, 
however, were in full blast, and I supposed 
all was over with it. During this carnival 

. of legislative glee some senator said to Mr. 
Fabens, ‘Come, Fabens, you are the only 
man in the Senate that hasn’t asked for some 
favor this session. What will you have?’ 
‘Pass Wright’s Bill,” said the genial senator. 
‘Done,’ said the other. While the chief 
opponents were away, the Senate came to 
order, suspended the rules, reconsidered its 
vote, and passed the Bill; the like was 
done in the House, and in a few minutes 
it was a law. 


The 1858 version of Wright's original 
bill was unsatisfactory in that it required 
the “commissioners to calculate the exist- 
ing value . . . of all outstanding policies of 
life insurance,” but it did not require the 
companies to set up liabilities equal to 
these reserve valuations. Thus the actual 
force of the bill itself was extremely 
limited, and its ultimate effectiveness re- 
sulted from Wright’s interpretation and 
enforcement of it, as Commissioner, rather 
than from its strict legal phrasing. It was 
not until 1861 that a law was passed which 
required companies to show reserves as 
liabilities, and until 1867 that this provi- 
sion was extended to all companies dvuing 
business within the state. 


The 1858 law also included a provision 
which reduced the number of insurance 
Commissioners from three to two and 
provided a compensation of $1500 a year 
for each Commissioner in lieu of the previ- 
ous $5 per diem rate. This was a signifi- 
cant advance in the area of insurance 
regulation since now the Commissioner's 
post would be viewed as a full-time occu- 
pation, whereas previously it had been 
simply occasional work for some political 
appointee. 

When Wright’s bill passed the legisla- 
ture it soon became evident that there 
would be a problem in administering it. 
The governor’s political favorites who 
were offered the appointment refused, 
apparently because they did not under- 
stand the law, though some historians 
believe they declined because the salary 
of $1500 was not considered sufficient. 
Finally the governor realized that the logi- 
cal man to enforce the law was its origi- 
nator, and so Wright was appointed Com- 
missioner, a position which he filled from 
1859 to 1867. 

Wright's appointment as one of the 
insurance Commissioners was actually 
more important in the historical develop- 
ment of insurance regulation in this 
country than the law which made this 
appointment possible. Wright, himself, 
considered his appointment as Commis- 
sioner inevitable since as he put it, “no- 
body else was prepared to do so much 
work for so little pay.” ** 

As Commissioner, his first important 
task was that of establishing a legal stand- 
ard of solvency, for although the new law 
required the Commissioners to calculate 
periodically the value of existing policies, 
it provided no specifications as to the 
mortality and interest assumptions and the 
method of valuation to be used. As was 
to be expected, Wright chose his own 
valuation tables as the basis upon which 


12 Wright, Elizur, A Curiosity of Law, op. cit., 
p. 21. 
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the Massachusetts department would cal- 
culate policy values. Thus, the first legal 
standard of solvency introduced in this 
country was based on the “Actuaries’” 
table of mortality, a 4 per cent interest 
rate, and a net premium method of valu- 
ation. 

In considering the rationale or justifi- 
cation of reserve valuations, Wright said 
the following: '* 


. .. every mutual life insurance company is 
exposed to two opposite dangers, over- 
accumulation on the one hand, by which 
the earlier members may be defrauded to 
enrich the later ones, and excessive 
dividends, by which the earlier members 
are benefited to the injury of the later, and 
perhaps to the bankruptcy of the company. 
By what chart and compass can the com- 
pany safely find its way between the rocks 
of Scylla and the whirlpool of Charybdis? 


He then goes on to argue that a net 
valuation based on conservative assump- 
tions is the most satisfactory method of 
avoiding the above perils. Thus, the 
reserve valuation is not only a rough 
measure of a company’s financial position 
but also a very necessary prerequisite to 
the determintion of surplus and the 
amount to be distributed in dividends. 

During his tenure as Commissioner 
there were several instances in which 
Wright prohibited companies from doing 
business in Massachusetts. Two of these 
cases are of particular interest, the first 
because of the light which it sheds on 
Wright’s ethical predispositions, and the 
second because of its technical implica- 
tions. 

The American Mutual Life Insurance 
Company of New Haven, Connecticut, 
which was chartered in 1847, was one of 
the companies doing business in Massa- 
chusetts when Wright became Commis- 
sioner. Its president was Benjamin Silli- 


18 Wright, Elizur, Fourth Annual Report, 


op. cit., p. 14. 


man, the noted Yale scientist, one of 
Wright’s former instructors and a man for 
whom Wright had the utmost admiration. 
Wright spoke of Silliman as “a name dear 
to the whole world for his noble zeal and 
eloquence in the cause of science and 
humanity.” Though Silliman was the 
president, the company was actually run 
by Benjamin Noyes, Silliman’s son-in-law. 
During Wright's first year in office, Noyes 
did not submit the data necessary for 
valuation. Rather, a simple statement was 
sent to the effect that the company had 
five million dollars of insurance in force 
and that the net value of the policies as 
calculated on the Carlisle table of mor- 
tality, and a six per cent interest assump- 
tion, was $37,500. Of this latter value 
Wright said, “But it is stated, apparently, 
not as the result of any calculation or 
investigation whatever, but of wholesale 
conjecture, and is to us entire'y incredi- 
ble.” 15 He later stated rather sarcastically 
that for this valuation to be correct the 
policies would have had to be issued on 
lives whose average was nine years and, 


A comparison of this company with others 
of the same age and amount at risk, would 
incline one to believe that no other com- 
pany would be justified in taking its con- 
tracts off its hands for the whole amount 
of its assets. 


The Report goes on to extol the virtues 
of the president and indicate Wright's 
reverence and respect for Silliman and 
closes with the following statement: “We 
have, of course, felt obliged to take the 
steps prescribed to us, to have the law 
enforced in this case.”'* The steps to 
which Wright refers are those necessary 
to prohibit the company from writing 
further business in the state. In 1873 “the 
American Mutual went down, a riddled 
hulk; and the adventurous Benjamin 


14 Thid., p. 32. 
15 Ibid., p. 31. 
16 Thid., p. 32. 
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Noyes wound up his career in state’s 
prison.” 17 

The second important conflict in which 
Wright was involved was with the Inter- 
national Life Assurance Society of Lon- 
don. This company, which was generally 
considered most reputable, failed to sub- 
mit any data in 1858. Consequently its 
right to issue policies was suspended until 
the data were forthcoming. The following 
year, when Wright received the necessary 
statistics, he carried out a valuation of the 
International’s outstanding policies on the 
usual basis and arrived at a deficit of over 
one million dollars. 

The publication of this calculation 
aroused considerable controversy both 
here and in England, involving charges 
and counter-charges. Many issues were 
raised during the debate. Some were 
peripheral, others totally irrelevant, but 
the main point of disagreement concerned 
the method of valuation. Wright, of 
course, favored a net valuation, and the 
English actuaries defended a gross pre- 
mium valuation. 

Shortly after Wright’s report appeared, 
W.S.B. Woolhouse, the consulting actuary 
for the International and the person re- 
sponsible for its valuations for the past 
several years, submitted a report to the 
Society which indicated a surplus of more 
than $220,000. The wide discrepancy be- 
tween Wright’s and Woolhouse’s figures 
is simply the result of employing different 
methods of valuation, and the various 
notable figures called in for the support 
of both sides were, in fact, presenting 
arguments for and against specific valu- 
ation techniques. 

F.G.P. Neison, a noted English actuary, 
submitted a report to the directors of 
International supporting Woolhouse’s po- 
sition. He first criticized the “Actuaries’” 
table as an unsatisfactory basis of mor- 


17 Hendricks, Burton J. The Story of Life 


Insurance, McClure, Phillips & Co., N.Y., 1906, 
p. 70. 


tality since it was derived from policy 
experience rather than actual lives and 
consequently would be biased as a re- 
sult of the duplication of policies on one 
life. He then attacked the net valuation 
method on the basis of the heavy first 
year expenses associated with the issuing 
of the policy. He argued that it was 
unreasonable to assume that future ex- 
penses would be as great as future 
expense loadings and therefore that the 
net premium method of valuation was un- 
necessarily severe. Based on a mortality 
table of his own design and a 4 per cent 
interest rate, Neison carried out a gross 
valuation which produced a surplus for 
the International of over $250,000. 

Benjamin Peirce, then Professor of 
Astronomy and Mathematics at Harvard 
College, also examined the problem and 
stated in a letter to the International that 
he agreed with Woolhouse and Neison. 
He inveighed against net premium valu- 
ations calling them “ideal fictitious.” He 
claimed that the future expenses could 
be handled for one-fourth the amount 
indicated by the net valuation and that in 
fact one-fourth was less than the company 
had reserved for that purpose, and there- 
fore the company was amply secure. Per- 
haps the most interesting general state- 
ment which Peirce made concerning this 
problem was the following: “There is no 
room here for mere opinion in this matter; 
it is a simple case for the application of 
strict mathematical principle.”** This 
statement is, at best, misleading; at worst, 
untrue. The problem here is that of busi- 
ness decision. All business decisions in- 
volve the question of expectations. The 
rational choice would be that which 
would give results most compatible with 
one’s expectations. But, since business ex- 
pectations cannot be identified and de- 
fined by deductive methods alone, it 
seems unlikely that this was a case of 

18 Wright, Elizur, Fourth Annual Report, op. 
cit., p. 97. 
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“strict mathematical principle.” 

The debate was continued by Sheppard 
Homans, actuary of the Mutual Life In- 
surance Company of New York, and one 
of the most important figures in the 
history of American Life Insurance. 
Homans reviewed the controversy as far 
as it had progressed at that time and then 
proceeded to defend the “Ac’ ~ :es’” mor- 
tality table on the grounds waat it: 1° 


. . occupies a satisfactory mean or 
central position among the most reliable 
tables of mortality—accords more nearly 

- with the actual experience of all life com- 
panies as now known, and is unquestion- 
ably, as a hypothesis, the best representa- 
tion extant of the mortality prevailing 
among assured lives in England and in the 

United States. 

He also took a stand on the main point 

at issue as follows:?° 

I do not hesitate to declare, as my opinion, 
that this system of valuing the gross pre- 
miums receivable, without making a due 
provision for those liabilities and contin- 
gencies, which the loading on the net pre- 
mium was expressly designed to cover, is 
not only unsafe and false, but by it a com- 
pany in the last stages of insolvency may 
be made to appear in the most flourishing 
condition, with a large surplus. 

Nicholas G. DeGroot, actuary of the 
United States Life Insurance Company, 
also lent support to Wright’s position and 
argued for a net valuation. He made the 
following observation: ** 

The essential difference between valu- 
ations in gross and in net is liable to be 
overlooked by calculators and mathemati- 
cians in general, because the distinction is 
not so much an arithmetical as a commer- 
cial one. 


This is a clear refutation of Professor 
Peirce’s earlier remarks. DeGroot op- 
posed gross valuation because it indicated 
a future contingent profit as an immediate 
asset. 

19 Thid. 


20 Thid., p. 108. 
Tbid. 


The debate ended with the publication 
in the Boston Daily Advertiser, on Decem- 
ber 3, 1859, of a letter from Wright which 
described how a company can show a 
large surplus on new business by -using 
a gross valuation method and made the 
following statement: 


By this gross valuation, it is plain enough, 
that a young company with well loaded 
premiums may be made to have a large 
balance in its favor, without a penny in its 
treasury! 


The foregoing debate is highly signifi- 
cant for two reasons: First, it provides a 
compact discussion of the pros and cons 
of the net premium vs. gross premium 
valuation controversy, the only one extant 
in actuarial literature. Second, even more 
important for the development of the 
American life insurance industry, it shows 
that the American actuaries had already 
accepted the net premium method of valu- 


-ation although it was at this time only a 


few years old. This acceptance has carried 
through to the present day. Consequently, 
in general, American reserving policies are 
more conservative than those employed in 
Great Britain. While admitting that an 
ultra-conservative financial policy can lead 
to abuses, it can be reasonably argued 
these will be fewer in number and of 
smaller magnitude than those associated 
with an extremely unconservative finan- 
cial policy. 

As a postscript, it should be added that 
within a few years the International failed. 
Wright’s supporters, of course, claimed 
that this proved that he was justified in 
his action, whereas his critics argued that 
he was responsible for the failure in that 
he weakened public confidence in the 
institution. 

The termination of Wright's appoint- 
ment as insurance Commissioner in 1867 
was achieved more through legislative 
chicanery than through a direct dismissal. 
In 1866 the legislature passed an act 
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which reduced the Board of Commis- 
sioners from two to a single Commissioner. 
The governor then decided to retain as 
Commissioner George W. Sargent who 
had been, as it were, Wright’s silent part- 
ner for the preceding nine years. 

Just what part the life insurance com- 
pany managers played in bringing about 
Wright’s dismissal is not certain. Ad- 
mittedly they are the logical culprits, and 
though some historians assume that they 
were responsible, Wright himself did not 
think so. In A Curiosity of Law published 
in 1866 he argues that Isaac S. Morse initi- 
ated the legislation. Morse had been ap- 
pointed as one of the receivers of the 
Eagle Mutual Fire Insurance Company in 
1862. Wright was not satisfied with the 
report of the receivers and in 1864 turned 
it over to the Supreme Judicial Court. 
Morse was elected to the legislature in 
1865 and proceeded, according to Wright, 
to introduce through friends the legisla- 
tion which reduced the number of com- 
missioners to one. The bill was passed in 
May 1866. In September 1866 the Supreme 
Court ruled that Morse was guilty of 
gross neglect in his duties as receiver and 
ordered that he be allowed no compen- 
sation as he performed no work of value. 
The circumstances were substantially 
more complicated than are presented here 
but two thoughts emerge clearly from 
Wright’s book. First, Morse and his co- 
horts were responsible for his dismissal, 
and second, the insurance companies did 
not support this move. To support this 
last contention, Wright quotes letters from 
company officials indicating their respect 
for his work and the Commission. 

Wright’s dismissal from the post of 
Commissioner in no way lessened his ac- 
tivity in the field of life insurance reform. 
He continued publicly to criticize and 
question practices which he thought were 
unjust or unsound. His mathematical 
qualifications enabled him to become an 
actuary for the John Hancock and Trav- 


elers Life insurance companies. In ad- 
dition he was consulting actuary for 
several other companies and these posi- 
tions afforded him, for the first time, 
ample income for the support of his 
family. 

Wright's Struggle for Surrender 

Values (1843-1880) 

While it is true that Wright's earliest 
insurance reforms dealt with the problem 
of valuation, and ultimately with the 
establishment of a legal reserve, it is evi- 
dent from examining his entire insurance 
reform program that his long range ob- 
jective, even from the start, was the elimi- 
nation of forfeitures and their concomi- 
tant abuses. The problems inherent in the 
English policy auctions, which so im- 
pressed Wright in 1843, were essentially 
problems of surrender values, and 


‘throughout his nearly forty years as a life 


insurance reformer he was examining al- 
ternative solutions and proposing various 
changes, both legal and practical, to com- 
bat this shortcoming of life insurance. 

The 1853 valuation tables which have 
already been discussed formed the basis 
for later legal reserve legislation. They 
had the additional important function of 
serving as a starting point for the com- 
putation of surrender values, and in fact 
the tables were undertaken with the 
notion that they would serve this dual 
purpose. With the valuation tables in 
existence, the question became one of 
simply determining the proper deduction 
from the reserve value. At that time most 
English and American actuaries agreed 
that surrender values should be function- 
ally related to reserves, and consequently 
the problem of determining a surrender 
value resolved itself into one of specifying 
an appropriate surrender charge. 

As Wright saw it, the only important 
justification for a surrender charge was 
the adverse mortality selection factor, 
which the actuaries believed to be inher- 
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ent in the surrendering situation. It was, 
and still is, argued that a policyholder 
who is in a poor state of health will make 
every possible effort to see that his pre- 
mium is paid, whereas a healthy policy- 
holder will be much more willing to sur- 
render his insurance. The ultimate impact 
of this adverse selection factor is to leave 
the company in a weakened financial 
position since, after surrenders, it would 
be insuring on the average somewhat less 
healthy lives. It is contended, therefore, 
that the surrendering policyholder should 
be obliged to pay for the cost of securing 
a new member with vitality equal to his 
own. The problem then becomes one of 
finding the proper base for measuring the 
cost of this adverse mortality selection. 

As Commissioner, Wright presented 
his first solution to the Massachusetts 
legislature in 1859. It provided that for all 
insurance policies issued by companies 
chartered in Massachusetts the reserve 
should be computed according to the 
Actuaries’ rate of mortality and a four 
per cent interest assumption. Twenty per 
cent of this reserve could be deducted as 
a surrender charge to cover adverse mor- 
tality selection. The remaining eighty per 
cent was to be used as a net single pre- 
mium to purchase term insurance in the 
same amount as the original policy, for a 
period of time dependent upon the age 
of the insured at the time of surrender. 
The same interest and mortality assump- 
tions were to be used in computing the 
term insurance as were used in determin- 
ing the reserve. If, after surrender, the 
insured died within the extended term, 
the beneficiary was entitled to the full face 
of the policy. 

This suggestion, however, was opposed 
by the life insurance companies on the 
somewhat obscure ground that it would 
be difficult, under the law, to determine 
the amount of insurance due under lapsed 
policies. In spite of company opposition, 
the bill did become law in 1861, and thus 


for the first time American policyholders 
were guaranteed at least one surrender 
option. 

This method of determining surrender 
values, however, had some serious short- 
comings which resulted in inequities 
among policyholders, and by 1870 Wright 
had become aware of this. While it may 
be correct and justifiable to make sur- 
render values a function of reserves, it is 
quite a different thing to make the sur- 
render charge a direct function of the 
reserve, and such an action cannot be 
logically supported. This was precisely 
what the 1861 law had done, since in all 
cases the surrender charge was defined as 
a flat percentage (20 per ce::t) of reserves. 
Thus, the larger the reserve the larger the 
surrender charge, and this, of course, 
meant that policyholders of long standing 
and with heavy accumulations would be 
penalized. 

Wright, in developing a new method of 
determining a proper surrender charge, 
evolved a new conception of the life insur- 
ance policy. He contended that the life 
insurance contract, with the exception of 
term policies, was composed of two dis- 
tinct and separate elements. The first of 
these he called self-insurance or accumu- 
lation and described it as follows: ** 


This element of a life-insurance policy 
always exists whenever more than the 
natural premium for a single year, with the 
working expenses thereof, is paid. It is the 
same as the reserve on the policy, at the 
end of the year, and is commonly called 
the value of the policy. 


The other portion of the life insurance 
policy Wright called the insurance value 
which he said was equal to:** 


. . . the sum which, paid in advance, 
under the assumptions, would exactly pay 
for all the insurance which the company is 


22 Wright, Elizur, Politics and Mysteries of 
Life Insurance, Lee and Shepard, Boston, 1873, 
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to do under the policy, as distinguished 

from that which the party is to do himself. 
Thus, if at any time one determines the 
cost of insuring the net amount at risk 
in a policy (ie. the difference between 
the face and the reserve) for this year 
and all future years and then finds the 
present value of all of these costs, their 
sum will represent the insurance value. 
Table 1 gives the insurance values for 
whole life policies, issued at various ages, 
at inception, and after a certain number 
of years have elapsed. An examination 
of this table shows that the insurance 
value is not a continually decreasing 
amount in all cases, but indicates that it 
ultimately will decrease to zero at age 99. 


1 


INSURANCE VALUE oF $1000 Wuo Le Lire 
Pouicies Issuep aT AGES 
CSO Morra.ity INTEREST 


Age of Insured When Policy was Issued 


Age 

Policy 25 45 65 
0 $172.22 $286.52 $484.78 

182.00 290.72 444.82 

10 191.31 289.32 395.00 
15 199.43 281.30 339.68 
20 205.49 266.11 281.92 
30 207.50 216.83 141.32 
40 190.85 154.75 
50 155.51 77.57 
60 110.99 
70 55.64 


Wright argued that the insurance value 
was the proper basis for determining sur- 
render charge since, as he conceived it, 
the insurance value measured the actual 
amount of risk which the company agreed 
to undertake. If the surrendering policy- 
holder were obliged to provide his own 
replacement, then the cost must be a func- 
tion of the insurance value, since this 
represented the actual future insurance 
transaction which the company had to 
give up as a result of the surrender. 
Wright believed that 8 per cent of the 
insurance value was an adequate surren- 
der charge and would fully cover the cost 
of replacing the lost business. Therefore, 


in 1871, he had John Newell introduce 
into the House of Representatives of the 
Massachusetts Legislature a bill requiring 
that a surrendering policyholder be given 
a sum equal to the reserve less 8 per cent 
of the insurance value of the policy at the 
time of surrender. The bill passed the 
House without difficulty but was then 
amended to apply to all companies doing 
business in Massachusetts. This brought 
on the opposition of the Mutual Life of 
New York, then the largest company in 
the country. The lobbying pressure in 
the Senate was sufficient to defeat the bill. 

During the next nine years Wright 
propagandized and kept up continuous 
agitation for his bill. One of his proposals, 
which was designed to encourage the 
passage of the bill and reform the industry 
in general, was his Savings Bank Life 
Insurance plan. In 1876 the Massachu- 
setts Family Bank was chartered, Wright 
being the main promoter. This organiza- 
tion was, in fact, an insurance company 
with, however, certain significant differ- 
ences when compared with contemporary 
insurance companies. Perhaps the most 
important difference was that for each 
policy three distinct premium elements 
were recognized and separately accounted 
for. These were: (1) the expense item; 
(2) the cost of insurance; and (3) the 
self insurance deposit or reserve. This ap- 
proach was in keeping with Wright’s con- 
ception of the elements in a life insurance 
policy. At any time a policyholder could 
demand, in cash, his reserve less a per- 
centage of the insurance value. This 
amounted to guaranteeing fixed cash sur- 
render values, something which, up to 
this time, no other company had under- 
taken. 

The company was to employ no agents, 
since it was believed that the customers 
would come to the insurance company just 
as they went to savings banks to make 
their deposits. It was probably this fea- 
ture which accounted for the lack of suc- 
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cess experienced by Wright’s Bank since 
at that time, at least, life insurance would 
not sell itself, in volume. 

A final, unique provision was that the 
company would not issue any policies 
extending beyond age 75. Thus all con- 
tracts were endowments at 75 or earlier. 
Wright required this because of his spe- 
cial interpretation of the notion of insura- 
ble interest. In discussing this topic 
Wright said: 

Insurable interest is the money value of 

of the life to a third party and it can be 
nothing else . . . so if the life of a 
husband or father contributes nothing, in 
a pecuniary way, to the maintenance of 
the wife or the children, it is not justly 
insurable for their benefit, no matter how 
great the loss of his life might be to them 
in point of love. There is no money value 
for the affections. 


Wright conceived of the life insurance 
contract as essentially a contract of in- 
demnity to reimburse one who suffered a 
lost income potential. Therefore, if an 
individual were not working or producing 
something of value to a third party there 
could be no insurable interest in his life. 
Wright argued that life insurance policies 
on the lives of retired workers were im- 
proper since they had lost their raison 
detre and did indeed lead to increased 
moral hazard and also were a form of 
gambling. Since very few people worked 
beyond age 75, Wright set this as an upper 
limit for the existence of insurable inter- 
est, and therefore, would issue no policy 
extending beyond that age. It should be 
noted in passing that Wright's notion of 
insurable interest is not in keeping with 
modern legal interpretations. Today it is 
gererally held that the life insurance con- 
tract is not a contract of indemnity but 
rather an agreement to pay a specified 
sum upon the happening of a particular 
event. In addition, certain ties of love and 
affection (e.g. husband-wife) are recog- 
~ “Wright, Elizur, Ninth Annual Report, 1864, 
pp. 265-266. 


nized in nearly all courts and by some 
statutes as a sufficient basis for insurable 
interest. 

While the Massachusetts Family Bank 
never became a functioning operation, the 
publicity attendant to the formation and 
chartering of the corporation was exten- 
sive, and helped to pave the way for the 
passage of Wright's bill. 

During the 1870's Wright published 
several books and pamphlets, all of which 
showed the necessity for a surrender value 
and the proper basis for determining a 
surrender charge. The intellectual range 
of these publications was extremely wide. 
Some defined and explained the problem 
in completely non-technical terms. Others 
contained elaborate actuarially computed 
tables and derivations of certain esoteric 
actuarial formulae. 

Wright's efforts were not in vain, for in 
1880 his bill passed the Massachusetts 
legislature. The act applied to all life and 
endowment policies issued by companies 
incorporated in Massachusetts, and -pro- 
vided that a surrender value must be 
granted for any policy more than two 
years old. The law defined the minimum 
surrender value as equal to the reserve 
computed on the Actuaries’ rate of mor- 
tality and a 4 per cent interest assumption, 
less a surrender charge of 8 per cent of 
the insurance value. In general, this sur- 
render value would be used as a net 
single premium to purchase a paid-up 
policy similar in nature to the original 
policy but for a reduced amoutit. Specifi- 
cally, if the insured could show that insur- 
able interest in his life had terminated, 
then he would be permitted to take said 
surrender value in cash. In practical 
terms, this meant that a retiring worker 

could use his cash surrender value to 
provide for his old age. 

This law is a milestone in American life 
insurance history because, for the first 
time, it required the companies to specify 
certain fixed sums which could be with- 
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drawn by the policyholder in the event 
that he decided to discontinue his policy. 

It was a substantial improvement over the 
1861 law since it provided a much more 
reasonable method for determining the 
surrender charge. The fact that it applied 
only to Massachusetts companies proved 
to be an unimportant restriction, since 
competition forced the out-of-state in- 
surers to provide similar benefits. 

In spite of the fact that the 1880 law 
was an improvement, there are still at 
least three important areas in which it is 
inadequate. The first results from the fact 
that the most important reason for requir- 
ing a surrender charge is because of the 
heavy first year expenses which exceed 
the annual expense loading. The problem 
of adverse mortality selection through sur- 
render, while real, is nonetheless negligi- 
ble when compared with that created by 
the initial expense burden. Since Wright's 
methods were particularly concerned with 
the adverse mortality factor and did not 
explicitly consider the first year expense 
problem, they are necessarily unsatis- 
factory. That Wright was aware of this 
problem is clear from the law, which pro- 
vides no surrender values in the first two 
years. This restriction was designed to 
take care of the initial expense problem. 
But it is only a rough solution, and its 
obvious weakness appears in the abrupt 
transition from no surrender values in the 
second policy year to full surrender values 
in the third policy year. 

_ A second problem results from the fact 
that the insurance value, as indicated in 
Table 1, is not, for all contracts, continu- 
ously decreasing. Consequently, it is possi- 
ble that the surrender cisarge might in- 
crease from one year to the next over a 
limited period of time. As already pointed 
out, such an approach cannot be justified 
by any reasonable arguments. In defense 
of Wright, it should be mentioned that if 
contracts had, in fact, been limited to 
endowments at 75 or earlier, the insurance 


value would be, for such contracts, a con- 
tinually decreasing function and therefore 
the surrender charge would always be 
smaller as the policy grew older. 

A third criticism which was raised was 
that the surrender charge for short term 
endowments was inadequate since the 
reserves build up rapidly and the insur- 
ance value decreases rapidly. However, 
if Wright’s suggestion that agent's com- 
missions be a function of the insurance 
value had been adopted, this problem 
would not have existed since it would 
have resulted in a substantial reduction 
in first year commissions on short term 
endowments. 

The foregoing criticisms, while valid, do 
not in any way minimize Wright's contri- 
bution. When viewed in the long range 
perspective its importance is clear. 
Wright's general method of dealing with 
the surrender value problem, that is 
through legislation and state regulation, 
has been adopted in all states today, and 
it is this, rather than certain technical 
imperfections, that should be the center 
of focus when evaluating his importance. 
There are still technical questions which 
have not yet been answered adequately. 
Further, there are probably as many solu- 
tions as there are actuaries. 


Additional Life Insurance Reforms 
Advocated by Wright 

Wright’s two most important life insur- 
ance reforms, the establishment of a legal 
reserve and the policyholder's right to a 
surrender value, have been discussed. 
Wright's contributions, however, were not 
limited to these areas, and it is the pur- 
pose of this section to examine some of 
Wright’s attitudes and proposals regard- 
ing other aspects of the life insurance 
business. 

One of the most important develop- 
ments in the field of life insurance in this 
country during the period of Wright's re- 
forms, was the introduction of tontine 
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principles as applied to dividends. The 
tontine scheme was originated sometime 
around 1650 by Lorenzo Tonti, an Italian 
physician, but the first successfully operat- 
ting plan did not start until 1689 in 
France. The purpose of the plan was to 
raise money for the state, and the pro- 
cedure employed was as follows: 7° 


A sum-of 14,000,000 livres was to be 
raised by means of individual payments of 
300 livres to the State, and a rent for life 
was to be granted to the participators, to 
furnish which 10 per cent on the total was 
to be set aside yearly. The loan was 
divided into fourteen classes according to 
the age of the entrants, and the interest 
paid was regulated by the same considera- 
tion, the higher ages taking the higher 
interest. The essential peculiarity was, how- 
ever, that whilst there was to be no ulti- 
mate repayment of the capital, there was 
not the customary liquidation by means of 
a constant rate of return, year after year, 
deemed to cover both interest and repay- 
ment; but on the death of a member in 
any particular class, the interest formerly 
paid to that member went to swell the re- 
turn paid to the remaining members of the 
class, till it should be finally extinguished. 


The idea proved popular and successful, 
and during the eighteenth century many 
state tontines were established throughout 
Europe. In addition, many private ton- 
tines were set up, but unfortunately these 
were often either improperly or dis- 
honestly managed, and after the failure of 
the notorious Caisse Lafarge in 1809, no 
further tontines were undertaken. 

The reintroduction of the tontine princi- 
ple came in 1867. At that time the Mutual 
Life and the Equitable were engaged in a 
bitter race for sales leadership. In 1866 
the Mutual Life announced its plan to 
distribute dividends annually in cash, 
whereas previously most companies had 
paid quinquennial dividends. The Equita- 
ble was not in a position to meet this chal- 

8 Jack, A. Fingland, An Introduction to the 


History of Life Assurance, New York 1912, pp. 
211-213. 


lenge directly since, being a relatively 
young company (est. 1859), it could not 
withstand the drain on surplus which an 
annual dividend distribution would en- 
tail. The following year the Equitable, 
under the direction of Henry B. Hyde, 
countered with the announcement of its 
new tontine policy. 

Under the original plan presented, ton- 
tine principles were applied to both divi- 
dends and surrender values. The follow- 
ing description of the plan was contained 
in an 1873 sales booklet issued by the 
Equitable: ** 

The surplus (commonly called ‘profits’) 
on such policies is ascertained and declared 
at the end of ten, fifteen or twenty years, 
as may have been elected by the assured 
at the time of application. The amount of 
every policy terminating by death in the 
interval is paid, but without profits, the 
latter being accumulated for those who 
survive. Persons discontinuing their pay- 
ments before the profits are divided, re- 
ceive no surrender value for their policies, 
but forfeit the same, including profits, for 
the benefit of those who continue. 


This plan, however, was not too popular, 
since it applied the tontine feature to 
cash surrender values, whereas the public, 
led by Wright and others, was more and 
more coming to recognize and demand 
its rights upon voluntary termination. 

Therefore, in the 1870’s a second policy 
was developed in which surrender values 
were unaffected, and only the dividends 
were subject to the tontine provision. 
Under such policies, surplus was accumu- 
lated for from ten to twenty years, and 
then only those policyholders still with the 
company received dividends. However, 
any policyholder surrendering or dying 
during the deferred period received his 
normal benefits, sans dividends. 

This so-called semi-tontine or deferred 
dividend plan became extremely popular 
and widespread. It has been said that 

*® Stalson, J. Owen; Marketing Life Insurance, 


Cambridge, Mass., Harvard Univ. Press, 1942, 
pp. 487-488. 
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only three American companies failed to 
adopt it, and certainly it was one of the 
most impressive selling features of the 
policy in the late nineteenth century. 

The appeal of the tontines was essen- 
tially that of speculation. The policy- 
holder was to be rewarded for living and 
keeping his policy in force. The longer the 
policyholder lived, the larger would be his 
gain. The policy clearly implied the notion 
of getting more than one’s fair share. This 
of course appealed to the gambling in- 
stinct and made the life insurance con- 
tract much more popular. Whether or not 
the tontine principle is in keeping with 
life insurance objectives is another ques- 
tion. To the life insurance companies of 
the late nineteenth century, the important 
objec’ive was that of selling policies. This, 
without a doubt, the tontine frill helped to 
accomplish. 

Wright was one of the few leaders in 
the life insurance field who was vehe- 
mently outspoken against the tontine ap- 
proach. He contended that the tontine 
feature was simply a gambling device 
with no basis in the law and argued 
that: 27 


. . . the legislature should either . . . 
suppress this sort of policy or repeal all 
statutes against gambling, so that those 
who must gamble will have no excuse for 
defiling a good institution with their con- 
stitutional and besetting vice. 

The tontine feature was not only gambling 
but it was also an unfair bet. The com- 
pany held all of the cards in that it was 
not obliged to account for the surplus 
accumulations during the tontine' period. 
Further, when a distribution was made, 
the method and size of dividends were 
entirely within the company’s discretion, 
since the amount of the dividend was not 
guaranteed. Wright further stated that: °° 
"3 Wright, Elizur, Politics and Mysteries of Life 
Insurance, p. 205. 


28 Wright, Elizur, Insurance Times, Boston, 
July 11, 1872. 


“Its sole and only function is to make the 
richer part of the company richer by 
making the poorer part poorer.” 

This was so since the rich could easily 
afford to continue their policies while 
people of more moderate means might be 
obliged to discontinue paying premiums. 
They would thereby forfeit dividends and 
perhaps also their surrender value, de- 
pending on the contract. Concerning the 
conflict of objectives Wright said: *° 


At any rate, the average effect must be 
exactly the reverse of the avowed object 
of the institution. It is as if a temperance 
society should endeavor to promote its 
cause by establishing a liquor saloon under 
its lecture room, or a church should support 
its minister by a lottery. 


The height of the popularity of the ton- 
tine plan occurred in the 1890's, after 
Wright’s death (1885). In the race for 
bigness, the Mutual Life, the Equitable, 
and the New York Life all particularly 
emphasized the tontine policies. However, 
the Armstrong Investigation in 1905 re- 
vealed that the deferred dividend plan, 
without proper accounting, was subject to 
many abuses and was certainly not in the 
policyholder’s interest. As a result of this 
investigation, New York in 1906 enacted 
legislation prohibiting the tontine or de- 
ferred dividend schemes, and requiring 
that dividends be distributed annually. 
Many states followed suit, and as a result, 
today all participating life insurance 
issued in the United States has been with 
the provision for annual dividends. 

Wright, while admitting that, at the 
time of formation, guarantee capital was 
a useful and necessary item, in general 
opposed stock life insurance companies, 
and held that life insurance on the mutual 
or participating plan was the only equita- 
ble system. The following statements 
taken from his life insurance reports indi- 
cate his position and reasoning. 
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. There can hardly be a happier set of 
capitalists on earth than the one which 
has obtained a right by perpetual charter 
to insure lives, receiving from the proceeds, 

- first legal interest semi-annually on stock 

- as a sure thing, and secondly, 20 per cent. 

. of what are called profits, that is premiums 
proving to be surplus, forever, if it can 
once get over the preliminary expenses, and 
difficulties of securing a flourishing busi- 
“ness.3° 

Life Insurance being still to some extent 
an experiment, the mutual system, with 
redundantly large premiums, and an equi- 
table method of dividing the surplus, seems 
greatly preferable to the non-participating 
plan. The premiums on the latter plan have 
seldom if ever been more than 20 per cent. 
lower than those of the mutual, that is, 
about 11 or 12 per cent. above the net pre- 
miums of our standard, and they are more 
commonly only 10 per cent. lower, leaving 
a margin for the capitalists of 20 per cent. 
at least for expenses and profits, to say 
nothing of the gains of forfeiture and 
excess of interest.*! 

But stock or non-participating life in- 
surance, as an independent system, does 
not exist any longer. It only lives by adher- 

' ing in the barnacle way to the mutual 
system. A new Mutual Life Insurance 
Company is something like a ship about 
to sail from Boston for Japan. She may 
need a tug to tow her beyond the light. 
Is that a reason why she should take the 
owner of the tug on board and give him a 
free passage for the whole voyage, and 
perhaps twenty per cent. of the entire 
profits of it? 32 


Wright favored federal control of the 
life insurance industry as opposed to state 
control, because he believed that the 
Federal government could be a more 
effective regulating authority. Greater 
efficiency in regulation would result since 
the diversity and contradictions of the 
various state statutes could be eliminated. 

%© Wright, Elizur, Seventh Annuai Report, 
1862, pp. 153-154. 

Elizur, Eighth Annual Report, 1863, 
p. 221. 

52 Tbid., p. 222. 


In his 1865 report he justified his advocacy 
of federal regulation as follows: ** 


. . . if the legislation of Massachusetts 
were copied in every State, life insurance 
companies would either be confined to too 
narrow limits, or would be embarrassed 
with a vast amount of needless labor and 
expense. Inasmuch as insurance is a general 
interest, and every insurance institution 
should be secured as much as possible 
against the adverse operation of local 
causes, it is difficult for us to perceive 
why the supervision of all insurance com- 
panies of every sort, intended to operate 
beyond the limit of State lines, should not 
be a function of the general government. 
Life insurance, particularly, depends upon 
a thorough knowledge of climatic influ- 
ences, the statistics of various occupations 
and general mortuary experience. There 
seems to be no less reason for regulating it 
by a national bureau, than for taking the 
census, or encouraging agriculture or 
invention by one. Simplicity and economy 
alone seem to require it. And since the 
citizens of every State do, as a matter of 
fact, largely avail themselves of their con- 
stitutional right to the privileges of citizens 
of other States, it may well be questioned, 
whether in regard to life insurance espe- 
cially, any State can protect itself so well 
as it might be protected by the general 
government. 


Summary 

American policyholders have benefited 
directly from Wright's reforms in at least 
two ways. First, in terms of policy safety, 
the purchaser of a life insurance policy 
today need have little fear that the bene- 
ficiary will fail to receive the benefits 
specified in the contract because the com- 
pany has insufficient funds. Few institu- 
tions have more public confidence than 
life insurance and the security of benefits 
is a function, in part, of the proper esti- 
mation of future liabilities, which Wright 
formalized and legalized. Second, the 


33 Wright, Elizur, Tenth Annual Report, 1865, 
pp. 345-346. 
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modern policy is much more flexible in 
terms of living benefits than it was origi- 
nally. The presence of adequate cash 
values enables a policyholder to purchase 
a contract that properly balances his im- 
mediate protection needs with his future 
savings needs. Without guaranteed cash 
values this kind of planning would be 
impossible, and here also Wright was in- 
strumental in securing these benefits for 
the policyholders. 

Sheppard Homans, one of America’s 
greatest early actuaries, said of Wright 
and his work in life insurance: ** 


. . . I yield to no man in my respect 
and admiration for Elizur Wright. Life 
insurance will always remain his debtor. 
I respected and admired him for his great 
talents and untiring devotion to the cause 
of life insurance, but above all for his un- 
conquerable love of truth. He had a moral 
antipathy for shams, deceits and injustice 
in any form. He was a knightly warrior 
at all times and against all comers for the 
right as he understood the right. 


Perhaps Wright's life insurance reforms 
can best be summarized by the following 
statement which reveals his basic values 
and attitudes and implicitly defines the 
role of insurance reformer: ** 


It is only by the cultivation of thought, 
truth, and justice among mankind, that 


Homans, Sheppard, “Insurance Values as 
Bases for Surrender Charges,” Trans. of the 
Actuarial Soc. of Amer., Vol. II, 1891-1892, 

35 Wright, Elizur, Politics and Mysteries of 
Life Insurance, op. cit., pp. 14-15. 


useful institutions can be kept from decay. 
There was included in life insurance at the 
start, too much falsehood, not by evil inten- 
tion, but want of thought. . . . But a false- 
hood which creeps in unwittingly may be 
adopted by men of mercenary motives, and 
used wittingly, with high pretentions, for 
a mean purpose. This has been done. Its 
tendency is but too plain. Let us suppose 
an institution, intended to promote a uni- 
versal regard for truth, should use a lie to 
frighten people from lying; plainly, what- 
ever might be its temporary success, it 
could not be permanent. Organized false- 
hood, no matter how good its motive, 
grows into certain failure. Power without 
justice, proves its own executioner. Truth 
is, after all, the vital force of society, 
transmuting itself into the forms of justice, 
order and happiness. Falsehood, father 
and mother of ignorance, is the principle 
of social disease and death. Nothing which 
is good for society, courts concealment. 
Life Insurance will be good for society, 
when the policy conceals nothing, but 
speaks so plainly on every point, as to leave 
the agent no opportunity to lie, if so dis- 
posed, nor the policyholder any claim to 
be dissatisfied, unless it is with himself. 
Wright’s role in the development of 
American life insurance is unique and im- 
pressive. The complexity of the modern 
institution is such as to prevent any single 
individual from exercising the same influ- 
ence which Wright did a century ago. 
The young life insurance industry which 
developed rapidly in the last half of the 
19th century, was much in need of some- 
one who would curb abuses and boldly 
speak out against unfair practices. Wright, 
more than adequately, filled that need. 
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FORTY YEARS IN INSURANCE EDUCATION 


Victor Dover 


As I have had the privilege for some 
years past of interpreting the American 
Insurance Market, particularly in its bro- 
kerage and marine aspects, to the British 
insurance community, the opportunity is 
welcomed by me to present to United 
States’ teachers of insurance an account 
of developments in insurance education 
in which one has been permitted to par- 
ticipate during the past four decades. 
After all, this is the period in which the 
shape of insurance education in the 
United Kingdom was fashioned. 

First, it must be recorded that in the 
United Kingdom the whole-time teacher of 
insurance is a rara avis. For this, there 
are several reasons. Perhaps the most 
important is that there is a conflict of 
opinion as to by whom insurance and 
other commercial subjects may best be 
taught. What is to be preferred: a trained 
teacher who has acquired in various ways 
a knowledge of insurance theory and prac- 
tice, or a practical insurance man having 
a flair for teaching? Although there are 
some rare birds who have taught insur- 
ance in the absence of practical experi- 
ence in the conduct of the business and 
who have in most cases restricted their 
instruction to legal matters, in general the 
opinion has prevailed that it is more satis- 
factory to entrust instruction in insurance 
subjects to those whose regular work en- 
ables them to keep in touch with day-to- 
day insurance developments. It is gener- 
ally considered that those who are satu- 
rated in the practice of insurance will 
usually acquire such pedagogic compe- 
tence as to make them better teachers of 


insurance than those who, however out- 
standing as teachers, have been mere 
observers of the conduct of insurance. 

This attitude of mind largely explains 
why, in effect, there is no close linking 
of insurance teaching with the universities 
in the United Kingdom. Actually, in very 
few colleges does insurance as a separate 
subject figure in the curriculum. It is true 
that in some universities isolated faculties 
do permit insurance to be taken as an 
alternative subject, mainly in relation to 
degree courses in Commerce, but these 
are the exceptions rather than the rule. 
In no British university is the opportunity 
afforded for the undergraduate to major 
in insurance. 

It is not to be thought that the insur- 
ance world has not favored a close affili- 
ation with the universities. In fact, from 
time to time efforts have been made to 
establish in particular universities a Fac- 
ulty of Insurance. These efforts have come 
to nothing, the ostensible explanation 
being that university requirements were 
too stringent for acceptance, particularly 
by reason of the stress placed by the uni- 
versity authorities on foreign languages 
and the dead languages specially. The 
thought has had currency that were the 
business of insurance to be prepared to 
endow “chairs” in insurance at selected 
universities, the possibility might present 
itself for the establishment of an Insur- 
ance Group within particular Faculties of 
Commerce. It is not at all unlikely that in 
the future there will be a closer tie-up of 
the universities with insurance education, 
especially as the present secretary of the 
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Chartered Insurance Institute is a mem- 
ber of the Senate of the University of 
London. 

As an indication of the desire of the 
insurance fraternity to maintain close rela- 
tionships with the university approach to 
education, it may be mentioned that the 
Insurance Institute of London for many 
years appointed an educational adviser in 
the person of Mr. A. Clow Ford, who was 
at that time the external registrar of the 
University of London. He was also a 
member of the Institute’s lecturing staff 
in a Fellowship subject having mainly an 
academic import. In a sense, this appoint- 
ment savoured of “window dressing,” al- 
though the competence of Mr. Clow Ford 
as an educator was unquestionable. It 
has been a natter of real regret to en- 
lightened insurance educators in the 
United Kingdom that in that country there 
exists nothing comparable with the Har- 
vard School of Business Administration. 

There has also been the difficulty to be 
faced that the whole-time teacher must 
be essentially a dedicate? man having a 
pronounced sense of vocation. The finan- 
cial rewards offered by a career in edu- 
cation are not comparable with those 
available in business. This is particularly 
true of insurance. Men of the quality 
requisite to be entrusted with educational 
responsibilities can command much higher 
remuneration immediately and much 
greater prospects of advancement than 
in teaching if they apply their abilities to 
the commercial practice of insurance. It 
is all very well to contend that the 
personal satisfaction derived from the in- 
struction of others is itself very rewarding 
and that financial considerations do not 
register. From personal experience, how- 
ever, one can affirm that it requires a 
full measure of philosophy to witness the 
material progress of erstwhile students 
and the attainment of the highest execu- 
tive positions by those whom oneself ap- 
pointed in earlier years as part-time 
lecturers. There is, further, definite satis- 


faction to be derived from following up 
the subsequent careers of those who were 
at one time students under one’s own tute- 
lage, and this is a material compensation 
which no money can buy. In the business 
of insurance today, there are underwriters 
of leading syndicates at Lloyd’s and prin- 
cipal executives of many insurance com- 
panies with whom one first became ac- 
quainted from the eminence of a lecturing 
rostrum. This experience gives emphasis 
to the thought that it is a matter of deep 
satisfaction to have the responsibility of 
training the young idea in the way it 
should go. 

As time passes, it is reasonably certain 
that insurance education must to a larger 
extent than heretofore be entrusted in the 
main to the trained teacher who is pre- 
pared to dedicate his active life to teach- 
ing work. His efforts will need to be 
supplemented by lectures from specialists 
drawn from the field of everyday insur- 
ance practice. It may be that the funda- 
mentals oc insurance ought to be taught 
to those who aim at a career in insurance 
while they are still at school or at college, 
leaving until they have embarked upon a 
business appointment to present to them 
the practical considerations. Just as there 
is difference of viewpoint as to who make 
the most satisfactory teachers of insurance, 
so is there a clash of opinion as to whether 
insurance can effectively be taught to 
those not actually engaged in the business. 
In this matter, there is a tendency towards 
compromise. This has been observed in 
the establishment by the Chartered Insur- 
ance Institute of a College of Insurance at 
which short-term courses are offered on a 
full-time basis to those who have recently 
entered upon an insurance career. It is 
widely conceded that the future must 
hold the promise of great development in 
this concept of providing full-time in- 
struction to those committed to such a 
career. At the College of Insurance there 
is maintained that close co-operation be- 
tween employer, teacher and student 
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which is probably essential to the maximal 
conservation and development of the indi- 
vidual student’s potentialities. At the pres- 
ent time, the work of the College of 
Insurance is necessarily circumscribed. 
There is no tie-up as such with exami- 
nation preparation. This is something 
which inevitably must follow. Moreover, 
an extension of the curriculum to embrace 
executive training may be presaged. In 
this way, it may be possible to secure the 
best of both worlds—the academic and 
the practical. It is not beyond the bounds 
of possibility that the work of the College 
may be extended to include research. It 
has often been argued that it is in the 
co-ordination of necessary research work 
into many aspects of insurance, which de- 
mand such an approach, that the organi- 
zation of insurance education is most 
lacking. 

When, some forty years ago, one en- 
tered the realm of insurance education, 
the overall situation was very differex.t 
from what it is in this present year of 
grace. Apart from certain courses of in- 
struction offered by public educational 
authorities, little in the way of continuous 
instruction was available to the aspiring 
insurance man. It is true that certain 
lectures were provided by the Insurance 
Institutes, but it must be admitted that the 
matter was tackled in an atmosphere 
which savoured of amateurism from the 
point of view of the educator. The Insti- 
tute movement dated back to 1873, but 
most of the insurance institutes provided 
merely sporadic lectures in isolated sub- 
jects, most of which were highly special- 
ized. It is difficult to explain this apparent 
laxity in these later days, but the possi- 
bility is that the executives of insurance 
companies in their earlier years had few 
opportunities of obtaining instruction and 
were but slowly brought to a conviction 
that new times demanded new ap- 
proaches. 

Actually, it must be admitted that in 
those days many ieaders in insurance were 


inclined to decry academic training as a 
fitting preparation for high office in insur- 
ance. There even existed insurance man- 
agers who had no time whatever for the 
Institute movement, which has since 
played the most vital part in insurance 
education. There were perhaps other in- 
surance executives who regarded partici- 
pation ir Institute activities, particularly 
if this led to the holding of presidential 
or other office, as a means of acquiring 
personal kudos. Insofar as such attitudes 
may have prevailed forty years ago, they 
have entirely ceased to exist. In any case, 
the development of the Institute move- 
ment to its present status is in large 
measure attributable to the contributions 
which over the years have been made to 
its progress and direction by leading in- 
surance executives. This fact was brought 
home when one first had the opportunity 
of meeting Mr. Edward R. Hardy, then 
secretary-treasurer of the Insurance So- 
ciety of New York. He stressed the fact 
that in Great Britain, the Institute’s 
gatherings were supported by an impres- 
sive number of chief executives of the 
great insurance companies and implied 
that in the United States this was not the 
experience, the top men being normally 
content in his country to leave educational 
matters to their “second strings.” If this 
were so then, it does not appear to be 
true today, for to the external observer 
it appears that in educational matters the 
insurance world in the United States has 
been moving faster even than that in the 
United Kingdom. 

In parenthesis, it may be mentioned 
that Mr. Hardy made a notable impression 
on insurance circles in my country. He 
was truly a dedicated man, not only insur- 
ance-wise, but also in the pursuit of his 
intense religious convictions. I well re- 
member the occasion of my first meeting 
with him—some thirty years ago or more. 
I was to call upon him at his hotel at an 
early hour in the morning just as he was 
finishing breakfast. He immediately indi- 
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cated that his determination was forthwith 
to visit the British Museum personally to 
inspect the Lindisfarne Manuscript of the 
Holy Bible. He walked me there at great 
pace. The inspection of the manuscript 
was rapidly undertaken. He explained that 
he could hardly return to the United 
States without having seen something 
which Mrs. Hardy had herself previously 
examined. This singleness of purpose was 
perhaps characteristic of one who did 
such signal services to the cause of insur- 
ance education. Certainly, his frequent 
appearances at conferences of the Char- 
tered Insurance Institute consolidated ties 
between that Institute and the Insurance 
Institute of America, which ties have 
been closely knotted in the years which 
have followed. 

It has been indicated that insurance 
education as now known is a feature 
which has developed mainly during the 
lifetime of the present generation. It 
owed its initial impetus largely to the 
granting in 1912 of a Royal Charter to 
what previously was the Federation of 
Insurance Institutes of Great Britain and 
Ireland, a Federation of what had previ- 
ously been autonomous local institutes 
established in the main in the large 
centers in which insurance was chiefly 
concentrated. The Chartered Insurance 
Institute itself at first did not directly 
embark to any great extent upon the 
tutorial field, still leaving this to the local 
institutes whose resources in most cases 
were strictly limited. However, from the 
outset the Chartered Insurance Institute 
undertook the role of an examining body 
conferring diplomas and certificates upon 
successful candidates. It is; only in these 
later years that the constitution of the 
Chartered Insurance Institute has to an 
extent displaced the previous autonomy 
of the local institutes in educational 
matters. Nowadays, education itself is a 
prime function of the central body. 

Of course, in 1912, the local institutes 


were conditioned in their educational 
work by their relative size. Such cities as 
London, Liverpool, Manchester, Glasgow 
and Edinburgh, and to a lesser extent 
Birmingham and Norwich, in which cities 
were established head offices of great in- 
surance companies, were solely able to 
offer educational facilities of any real sig- 
nificance. Even in the large cities, with 
a syllabus as diverse as that originally 
prescribed and since extended by the 
Chartered Insurance Institute, it was diffi- 
cult to form oral classes of adequate size 
on insurance subjects. Even had the stu- 
dents been available in requisite numbers, 
it would have been difficult to secure 
lecturers of the necessary degree of com- 
petence in insurance and possessing the 
pedagogic gift. This difficulty was destined 
to exert a tremendous influence on the 
subsequent development of insurance 
education. 

All along, insurance men have accepted 
the idea that there is no effective substi- 
tute for oral instruction at the hands of 
those skilled in the practical conduct of 
the business. There was also an obvious 
problem of finance. Fortunately, in some 
instances the local educational authorities 
were ready to provide classes in insurance 
subjects, in general being prepared to ap- 
point as teachers those recommended by 
the appropriate insurance institutes. This 
action gave such authorities a vested inter- 
est in insurance education and in some 
instances later led to heartburnings in 
those cases where in due course the re- 
lated insurance institutes found it desira- 
ble themselves to organise classes. Natu- 
rally, the principals of schools maintained 
by local authorities, which had gone to 
great lengths to arrange courses of in- 
struction in insurance, did not welcome 
active competition from the insurance in- 
stitutes, which had an obvious pull on 
their own members. At the same time, 
it must be conceded that it would have 
been difficult indeed to have initiated 
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comprehensive oral classes in insurance 
without the assistance of the local edu- 
cational authorities. 

My own introduction to insurance edu- 
cation was through such an authority. The 
Institute of London Underwriters, some 
forty years ago, decided to establish a 
Prize Fund. At once, although later one 
found oneself debarred on grounds of 
seniority from presenting oneself for ex- 
amination, one looked around for sources 
of instruction. All that was then available 
in the metropolis was a course of oral 
lectures at the City of London College 
conducted by one Jos. Eland, then the 
chief accountant of the London Salvage 
Association. Although one enrolled for a 
full year’s instruction, one found the sub- 
ject-matter of the lectures too elementary 
and attendance ceased after some three 
class meetings. Curiously enough, it was 
my fate to follow Eland as the lecturer 
in this course. No other facilities whatso- 
ever for the study of insurance in the 
marine branch were then available in 
London, not even under Institute auspices. 
Students at these classes were prepared 
for the examinations of the London Cham- 
ber of Commerce, whose requirements 
were far less stringent than those in due 
course imposed by the Chartered Insur- 
ance Institute when it extended its sylla- 
bus to cover the marine branch. 

Before the Chartered Insurance Insti- 
tute could get fully into its stride, in 1914 
came the outbreak of war which led to 
the virtual suspensicn of educational ac- 
tivities in the insurance field. At the con- 
clusion of hostilities, activity was re- 
sumed. At once, the difficulty emerged 
of arranging comprehensive oral instruc- 
tion in syllabus subjects. This led to the 
incursion of the commercial correspond- 
ence colleges into the field of insurance 
education, and with considerable success. 
Possibly by reason in part of the diffi- 
culties faced by the local institutes in 
providing effective oral instruction in all 


subjects, and even in maintaining the level 
of attendance throughout the courses in 
such classes as were formed, the corre- 
spondence approach found few obstacles 
in its way. It must be admitted that the 
majority of students preferred to rely upon 
the written word for their instruction 
rather than on attendance—often inter- 
rupted by sickness or pressure of office 
duties—at oral classes. 

In insurance, correspondence tuition 
was first organized by two combinations 
which had their origin amongst members 
of the staffs of insurance companies who 
realised the need for the introduction of 
such methods. In each case, two insurance 
men combined to establish these corre- 
spondence courses. The first in the field 
was founded by two senior men of the 
Phoenix Assurance Company Limited— 
Mitchell and Godwin—and the other by 
two men on the staff of the British General 
Insurance Company, Limited—Fisher and 
Templeton. Both of these organizations 
filled a real need and for some years were 
conducted with conspicuous success. How- 
ever, the great influx of candidates which 
commenced in the early 1920's iiduced a 
leading commercial correspondence col- 
lege—the Metropolitan College of St. 
Albans—to extend its coverage to the 
examinations of the Chartered Insurance 
Institute. This was “professional” compe- 
tition of the highest order. As a conse- 
quence, in due course, the “private” corre- 
spondence courses became absorbed into 
the Metropolitan College's sphere of influ- 
ence. Other commercial correspondence 
colleges also attempted to cultivate the 
insurance field, but ultimately relin- 
quished this, leaving the St. Alban’s firm 
with a virtual n.onopoly. 

Of course, this development was viewed 
by the Institute movement with some con- 
cern, particularly as the Corporation of 
Insurance Brokers saw fit to appoint the 
Metropolitan College as the official coach 
for its own examinations, then independ- 
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ently conducted. In time, candidates 
trained by correspondence in effect swept 
the board at the successive annual exami- 
nations. This led to a marked decline in 
the demand for oral instruction. There is 
this to be said: whereas in their early 
days the correspondence colleges concen- 
trated on “cramming” for success at exami- 
nations, thereby: neglecting the deeper 
implications of education, in the course of 
time, they accepted their responsibilities 
and endeavoured so to arrange their 
course as to provide the greatest possible 
degree of preparation for a career in insur- 
ance practice. It is a matter of satisfaction 
to me that during my years of association 
with the Metropolitan College, when I 
probably wrote more insurance courses 
than anyone else, I was permitted to exer- 
cise considerable influence in this direc- 
tion. 
It fell upon the insurance institutes to do 
everything possible to meet the challenge 
of the commercial correspondence col- 
leges. It was recognized that their activi- 
ties were of very great value to the busi- 
ness of insurance, but naturally it was felt 
to be inadvisable to permit insurance edu- 
cation entirely to pass out of the hands 
of the insurance community as such, in 
spite of the fact that the colleges were 
relying for the conduct of their insurance 
courses entirely upon Institute men. The 
Insurance Institute of London decided 
that it must make a determined effort to 
keep flying the flag of oral instruction. 
Accordingly, it decided to embark upon 
the most ambitious scheme of oral instruc- 
tion in insurance ever initiated by an in- 
surance institute. Shortly afterwards, it 
was my privilege to be appointed secre- 
tary of the Institute, I was already re- 
sponsible for lecturing in the whole range 
of marine insurance subjects, and to ac- 
cept direct responsibility under the sur- 
veillance of the Council and the Educa- 
tion Committee, inter alia, for the admin- 
istration of this educational project. 


The deficiencies of oral instruction had 
perforce to be recognized. It was appreci- 
ated that whilst nothing could take the 
place of personal contact between lecturer 
and student and the regular exchange of 
views between one student and another, 
the study of insurance involved the acqui- 
sition of much precise knowledge. It was 
not enough for a student to have a general 
impression of insurance terms and con- 
ditions. He must also be able to express 
with precision the exact meanings and 
applications of various insurance princi- 
ples and clauses. Accordingly, it was 
decided to endeavour to combine the best 
features of both oral and correspondence 
tuition. Every lecturer was required to 
prepare for distribution to ali his students 
a précis of the important subject-matter. 
of each of his lectures, so that for essential 
matters the student could place reliance 
upon the written word. In these précis, 
essential and supplementary reading were 
set out with some exactitude, for it has 
always been recognized that wide reading 
must be embarked upon by every student 
of insurance. This method, to an extent, 
covered the difficulties of any student pre- 
cluded from attending particular lectures. 
The précis system formed the basis of the 
Study Plans prepared for use by all stu- 
dents precluded by the exigencies of war 
or from other reasons from attending regu- 
lar classes of instruction but desirous of 
pursuing their insurance education. 

In the years between World Wars, the 
Insurance Institute of London was able to 
maintain, even in competition with the 
correspondence colleges, a most compre- 
hensive scheme of oral classes, but the 
outbreak of hostilities in 1939 and conse- 
quent evacuation required that considera- 
tion be given to the position as it had 
arisen. Obviously, oral classes had per- 
force to be suspended, although the Insti- 
tute remained put. In fact, except in a 
limited degree, examinations were aban- 
doned throughout the war years, although, 
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in particular, facilities were provided for 
prisoners-of-war to continue their studies 
and to a restricted extent to submit them- 
selves for examination. In co-operation 
with the International Red Cross Society, 
arrangements were made for the provision 
of instruction to those desiring it whilst 
under duress in prison camps abroad. 

It was early realized that Institute re- 
sponsibilities must continue even under 
the stress of war. Accordingly, in addition 
to the preparation of Study Plans, the In- 
surance Institute of London decided to 
embark in limited measure upon the pro- 
vision of correspondence tuition, a vital 
decision which was to have long-term 
repercussions. In due course, the Char- 
tered Insurance Institute was approached 
by the Army Education Department to 
accept responsibility for the provision of 
insurance education for members of the 
Armed Forces requiring it. In fact, the 
existence of the Insurance Institute of 
London’s arrangements for tuition by cor- 
respondence proved a godsend and to 
some extent served to meet the criticism— 
particularly sponsored by the world- 
famous novelist, J. B. Priestly—that the 
Services were deriving little benefit from 
the much-publicized educational arrange- 
ments for members of the Forces. It was 
obvious that the Chartered Insurance In- 
stitute itself must accept the burden of 
responsibility for the Forces’ scheme, 
which was made available to members not 
only of the British Army, Navy and Air 
Force, but on request also to the com- 
batants of all the Allied Powers. Those 
who enrolled were by no means confined 
to insurance men, present or prospective, 
but were drawn from a complete cross 
section of the people. It is a matter for 
pride that these engagements were en- 
tered into at a time when the City of 
London was being subjected to the most 
violent aerial bombardment. The courage 
and determination displayed by the mem- 
bers of the staff responsible for the day-to- 


day conduct of the scheme will always 
command my admiration. Often they were 
under the necessity of reaching the place 
of their employment by climbing over 
debris and the paraphenalia associated 
with what has come to be known as 
“Civil Defence.” As secretary of the In- 
surance Institute of London, it became 
part of my duties, on acceptance of ap- 
pointment, additionally to my other activi- 
ties to be secretary of the Tuition Com- 
mittee of the Chartered Insurance Insti- 
tute and to be concerned largely with the 
administration of these schemes. 

These developments served almost to 
give the congé to oral instruction in insur- 
ance. Thereafter, correspondence tuition 
b.came an integral feature of the educa- 
tional work of the Chartered Insurance 
Institute and in the years following World 
War II dominated the educational ar- 
rangements. However, earnest attempts 
were made to maintain oral instruction in 
being and the-trend of late has been to- 
wards an increase in the provision of such 
instruction, not only by the Institute it- 
self, but also by the local educational 
authorities. However, it appears to be ac- 
cepted that the oral class must be supple- 
mented as far as possible by the written 
record. In addition, the lessons learned 
in the Forces from the necessity of pro- 
ducing at short notice large numbers of 

“trained” men have been fully applied. 
There is a disposition towards the forma- 
tion of discussion groups on particular as- 
pects of insurance theory, law and prac- 
tice, which finds expression principally in 
the arrangements for the periodical Spe- 
cialized Educational Courses nowadays 
arranged by the Chartered Insurance In- 
stitute, which in the main are devoted 
to the close examination of sectional as- 
pects of insurance practice. It is acknowl- 
edged that all the members of such dis- 
cussion groups derive material benefit 
from the expression and interchange of 
personal ideas, not least the group leaders. 
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Forty years ago, insurance bibliography 
was extremely limited. The popularity of 
the Institute’s examinations has created a 
demand for an extended literature. In 
scme instances the motivation towards the 
writing of insurance textbooks has been 
self-inspiration, but there has been a con- 
sidered attempt to ensure that the availa- 
ble bibliography should be comprehen- 
sive. This is achieved by the encourage- 
ment, or even inducement under pressure, 
of particular writers to produce books on 
subjects in which they have specialized. 
Actually, although this approach is per- 
haps not entirely defensible, the Chartered 
Insurance Institute, in association with a 
particular publisher, has sponsored the 
production of certain textbooks, especi- 
ally on subjects having a relatively limited 
appeal. It is open to question whether 
such action may have the effect in the 
long run of curtailing the writing of 
textbooks by particular authors who know 
in advance that competitive sponsored 
textbooks are assured of wide circulation, 
even though their own contributions may 
perhaps be superior. Also there has to be 
considered the possibility of speculative 
publishers being disinclined to undertake 
publication of insurance treatises not 
carrying the official cachet of the Institute. 

The rewards offered to an author of 
any textbook dealing with a specialist 
subject are in any case quite incommen- 
surate with the labor involved in produc- 
tion, quite apart from the fact that the 
undertaking of such work cannot be em- 
barked upon in the absence of long prep- 
aration plus knowledge acquired by in- 
tensive study over many years. The 
system of patronage in ancient days was 
subject to abuse, but there is much to be 
said for the extension of endowments to 
selected technical authors to encourage 
them to embark upon the labor and re- 
search necessarily involved in the writing 
of an authoritative treatise. As it is, the 
remuneration which accrues is by no 


means proportionate to the effort involved, 
particularly in the case of those writers 
who do not need to rely upon authorship 
to establish their reputation or to advance 
their prospects. In countries other than 
Great Britain, a greater measure of sub- 
sidization of research in insurance and of 
textbook authorship is observed. It is 
too late in life for this to matter to me, 
but I have reached the conclusion that a 
wealthy business such as is insurance 
could with advantage afford to devote 
considerably larger sums to selected edu- 
cational endowments, and particularly to 
extend patronage to promising technical 
authors. 

It is not to be assumed that in Great 
Britain during the past forty years, insur- 
ance education has been concentrated up- 
on preparation for examinations. To hold 
the diploma of an insurance institute is 
not by itself evidence of practical compe- 
tence. In fact, the insurance man still 
survives who holds that the only effective 
teacher of insurance is experience. As a 
teacher, one has come to recognize that 
there is such a thing as the born student 
who lacks the qualities to become a man 
of affairs, but observation will confirm 
that such a one is as exceptional as the 
successful insurance man who has taken 
no positive steps, at least apparently, to 
acquire a comprehensive knowledge of 
the technique of his business. 

In my own country, it has long been 
advocated that completion of examination 
qualification should be considered merely 
as a springboard to the further pursuit of 
insurance knowledge. Moreover, it has 
been recognized that as insurance im- 
pinges upon life in all its aspects—from 
creation to cremation—it is imperative for 
the “compleat” insurance man to keep in 
touch with all developments in the field 
of social science, with every facet of 
industry and commerce, and with all 
those spheres of knowledge, amounting 
almost to a stellar constellation, an under- 
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standing of which—however superficial— 
is essential to the application of the insur- 
ance concept in the fullest degree. The 
insurance man does not live in a world 
alone or apart, but is an integral part 
of a community the individuals of which 
have interests widely varied and dis- 
persed. By reason of the very nature of 
insurance, its practitioner in effect must 
be “all things to all men.” It is essential 
to establish points of contact and common 
interests with all those with whom one is 
brought into touch in the course of busi- 
ness. This applies as much to the claims’ 
man as it does to the producer. 

These facts were early recognized by 
the Institute movement in Great Britain. 
Experimentation has been greatly en- 
couraged in the educational field. Forty 
years ago there was a fundamental be- 
lief that the successful salesman (or in- 
surance producer) was born and not 
made. The value of training in salesman- 
ship was generally decried. True it is that 
personality and character play a large 
part in the success or otherwise of an in- 
surance producer, but this is the same in 
all walks of life. Not to every man is 
granted the facility of hitching his wagon 
to a star. For long, there was an ob- 
jection to the provision in Great Britain 
of centralized instruction in insurance 
salesmanship, although some individual 
companies had conducted their own 
schemes of training for salesmen. At long 
last this attitude was broken down. The 
impetus was provided by a series of 
lectures by Mr. Harold Whitehead, at one 
time intimately connected with the Har- 
vard School of Business Administration, 
with whom I had a happy association in 
the preparation of a series of lectures on 
Insurance Salesmanship, to the Insurance 
Institute of London, later reproduced in a 
printed publication which had wide circu- 
lation. The success which attended this 
venture led to the arrangement of subse- 
quent series, notably one which was en- 


trusted to Mr. G. W. Bridge, who was 
later to become general manager of the 
Legal and General Assurance Society. He 
was then Agency Manager of his company. 
It is my firm conviction that such a sub- 
ject is best taught by those who in the 
business have the respousibility for the 
direction of the field force. After all, in- 
surance salesmanship is an aspect of pub- 
lic relations, a subject in which insurance 
education in my country has long experi- 
mented. 

But perhaps the most significant edu- 
cational development aimed at the mature 
insurance man. This was the establish- 
ment of Post Graduate Courses. In the 
years between wars, these courses, ar- 
ranged particularly by the Insurance Insti- 
tute of London, raised considerably the 
level of educational attainment of large 
numbers of older and presumably experi- 
enced insurance men. It has not been 
thought desirable to re-establish these 
arrangements in the post-war years, but 
in their place has been adopted a scheme 
of Advanced Studies. This scheme brings 
together groups of volunteers to consider 
and report upon special aspects of insur- 
ance. In due course, the various groups 
present reports on the range of their 
studies and the conclusions reached. Some 
of these reports have been of such value 
that they have enjoyed world-wide circu- 
lation. It has been said that the British 
insurance world has so far not been fully 
sold in the matter of research. This is not 
true, although there is perhaps some lack 
of co-ordination of research. In fact, a 
considerable proportion of the products 
of such research work as is undertaken 
never sees the light of day, the work 
being undertaken by ad hoc committees 
of representative insurance associations 
which generally confine the distribution of 
documentation to the membership of the 
organization concerned. 

One’s personal experience in insurance 
education is by no means confined to the 
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training of insurance men. In connection 
with various schemes for the rehabilitation 
in civil life of members of the Armed 
Forces, both of Great Britain and its allies 
in World War II, Government-sponsored 
courses were arranged in administrative 
and commercial subjects. It was a com- 
mon experience to discover that many of 
those undertaking such courses, all of 
whom were of reasonably mature years 
and had received striking advancement 
in their military careers, were greatly 
attracted to a future in insurance. Some 
of these courses were organized for the 
benefit of men who had served with the 
Allied Forces, but who for political rea- 
sons were unable to return to their own 
countries, now behind the so-called Iron 
Curtain. Many of such men are now en- 
gaged in the practice of insurance, not a 
few being established in that business in 
the United States of America, and others 
being dispersed almost over the four 
quarters of the world. In such circum- 
stances, it may be appreciated how great 
a feeling of responsibility rested upon the 
shoulders of those who were entrusted 
with the task of resettlement. 

It is possible that some general con- 
clusions derived from a virtual lifetime in 
insurance education may be of interest. 
Some of such conclusions are set out 
below: 


(1) The teacher is provided with an 
opportunity of making effective contribu- 
tions to the development of insurance 
techniques and practice. To him is offered 
an unexampled chance of gathering and 
collating their ideas on insurance of men 
of all ages engaged in different aspects of 
the business and from all departments. In 
the course of interchange of ideas, new 
facets of various insurance concepts are 
always presenting themselves. The results 
of such experience commonly are placed 
on record, for it is a truism—at least in the 
United Kingdom—that the teacher of in- 


surance is invariably attracted to free 
lance technical journalism. 

(2) The skilled teacher is enabled 
early to identify the most promising stu- 
dents and to extend to them such special 
consideration as may be warranted. Often 
such students suffer from a sense of frus- 
tration due to their conviction that in the 
business their own abilities do not find 
full expression. Drawing from past experi- 
ence, the teacher is enabled to counsel 
such men to exercise patience in the assur- 
ance that in course of time outstanding 
merit is certain to receive appropriate 
recognition. At the same time, it is incum- 
bert on the sympathetic teacher to appre- 
ciate the difficulties of those who perhaps 
may be characterized as “late starters.” 
Often the student who at first seems to be 
comparatively dull, is later discovered to 
be a plodder who through determination 
and persistence may even surpass in 
achievement the apparently “bright boy.” 

(3) The enthusiasm of the teacher will 
be measured by and reflected in the in- 
spiration he can imbue in the members of 
his class. In Great Britain, most insurance 
education in the past has been conducted 
after office hours. In these circumstances, 
the plaint “tired teachers and tired stu- 
dents” has had wide circulation. The 
evening instructor must learn to conserve 
his energies so that to his students he 
appears to be full of vitality. Nothing 
depresses students more than the least 
appearance of apathy on the part of the 
teacher. It is for this reason that the con- 
clusion is reached that the greater the 
proportion of insurance education that can 
be carried out in normal hours, the less 
waste there will be of potentially valuable 
material and the greater the benefit to all 
concerned, and in the long run to the busi- 
ness of insurance. 

(4) A good teacher must be on guard 
against “fans,” of which at least one is to 
be discovered in every class of reasonable 
size. These may blatantly attempt to 
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monopolize the attention of the instructor. 
Of course, the experienced teacher ac- 
quires a facility in dealing effectively with 
the born “heckler,” but more difficult is it 
to deal with the constant interruptions of 
the apparently earnest seeker after knowl- 
edge or elucidation. 

(5) Students tend to rely in some cases 
solely on class work. They must be in- 
spired to work for themselves out of class. 
In this respect, direction of their studies 
is essential so as to secure time-economy. 
This, after all, is an application of the 
methods of time and motion study. At the 
same time, the teacher himself must 
devote considerable time to extra-mural 
study. He must prepare each lecture. 
Moreover, he must find the time to keep 
right up-to-the-minute with his own 
knowledge of his subject, for insurance is 
above all one of those business activities 
which will never be static. At all costs, 
the teacher must arm himself against 
complacency, however knowledgeable he 
may be. Nevertheless, he must propound 
his subject-matter with conviction. No rea- 
sonable student will expect him to be in- 
fallible on all counts. However, if he be 
immediately lacking in the necessary 
knowledge to reply to a particular ques- 
tion, it is wiser for him not to admit to 
ignorance, but rather to assure the en- 
quirer that the matter will be taken up in 
early course. In this connection, it is im- 
perative that such an undertaking should 
not be overlooked. Whenever such a situ- 
ation arises, it is as well that the teacher 
should ensure that before the next meet- 
ing of the class he has made comprehen- 
sive inquiries into the subject-matter of 
the awkward question. 

(6) Not unrelated to the previous item 
is the essential that students should be en- 
couraged to undertake a full measure of 
written work. This is far better conducted 
outside of class time than within it. I 
do not advocate the dictation of extensive 
written matter during class time, nor even 
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the taking by students of either volumi- 
nous or abbreviated notes. Such notes may 
not be correctly recorded, and it is a 
tendency for students to rely upon them 
even if they be in conflict with the printed 
word of approved textbooks. It is a physi- 
cal impossibility for an instructor himself 
to correct the notes taken down by all 
the members of his class, especially if this 
be a large one. In addition to the setting 
of regular question papers to be answered 
by the students, which must be meticu- 
lously corrected, evaluated and then re- 
turned, the students should be encouraged 
—even directed—periodically to write 
monographs of varied specified lengths on 
particular aspects of the subjects studied, 
s> as to encourage the development of 
free expression and the power of original 
thought. The value of such work is fully 
recognized by the Institute movement by 
the offer of substantial monetary prizes 
in various Prize Papers Competitions. 
Facility in the use of the written word 
cannot be too early acquired. “Writing 
makes an exact man” (Bacon). 

(7) Similarly, students must be en- 
couraged to think whilst on their feet. The 
ability for concise and convincing exposi- 
tion is imperative to every efficient insur- 
ance man. Such facility is largely a matter 
of training. Often, students are encoun- 
tered who at first regard speech almost as 
an anathema. The diffidence of such stu- 
dents can nearly always be overcome by 
sympathetic treatment. Innumerable ex- 
amples could be cited of those who are 
now established as popular public 
speakers, who at one time were numbered 
amongst the most reticent of men. The 
power of oratory can almost move moun- 
tains. Exceptional eloquence may in these 
days be somewhat discredited, but insur- 
ance will always command for high office 
those who can speak pungently, convinc- 
ingly, and with patent sincerity. 

(8) The instructor must endeavor to 
cultivate in his pupils faith in their avo- 
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cation. In the case of insurance, this 
should not be a difficult task. All insurance 
men must acquire the gift of combatting 
effectively the public inertia towards in- 
surance all too commonly encountered. 
Every insurance man must be brought to 
a realization that he is not engaged merely 
in a business, but is embarked upon an 
essential and particularly human social 
service. It is for this reason that insurance 
caters for spiritual and moral as well as 
material needs. 

(9) -The lecturer should bear in mind 
that many students have memories almost 
phenomenally long. It is no uncommon 
experience to have quoted against one, or 
even with one, particular sentences used 
decades ago and perhaps by now person- 
ally forgotten. Some lecturers do not 
realize how seriously every word uttered 
by them is taken by particular students. 
For this reason, the coining by the 
lecturer of effective epigrams, which must 
not be overworked, has great advantages. 
The application of one’s mind to the pro- 
duction of such epigrams may act as a 
corrective of ideas which may tend to 
become somewhat nebulous if not sub- 
jected to such a course of self-discipline. 

(10) A soupcon of humor can leaven 
the heaviest material. The intermittent 
light touch can produce the effect of 
livening up even the most lethargic class. 
However, humor must be employed with 
restraint and never be forced. The lecturer 
who regularly or irregularly, but with fre- 
quency, produces the same old rabbit out 
of the hat may become himself a subject 
of comedy, for it is recorded experience 
that students of one year are inclined to 
exchange impressions of particular in- 
structors one with another. Of course, all 
humorous interludes should be strictly 
relevant to the subject under consider- 
ation. 

(11) Punctuality in the teacher calls 
for punctuality in the student. Reproaches 
of unpunctuality must always be gentle, 


for this may arise from circumstances out- 
side the control of the student so that to 
draw too much notice to late arrival may 
be to cause the student concerned to 
absent himself from later meetings of the 
class when punctuality may again be 
impracticable. 

(12) The lecturer must always give to 
his students everything that is within 
him. This may result in complete mental 
and physical exhaustion by the end of 
each session. In my own experience, I 
know that I have not given of my best 
if at the end of a lecture I fail to have 
the feeling that virtue has gone out of 
me. Of course, every teacher is human and 
cannot always be at his peak. This is 
something which he must try to hide from 
his students. One of his qualities must 
necessarily be partly histrionic. If he be 
definitely below par on a particular oc- 
casion and is certain that the class has 
noticed this, it is an open question as to 
whether he should frankly state the 
reasons. However, a valuable maxim is: 
“Never apologise: never resign.” 

(18) A final conclusion to be recorded 
from my years of experience in insurance 
education is the necessity for co-ordina- 
cion of research and of exchange of infor- 
mation and ideas between corresponding 
educators in the same subject in the vari- 
ous countries. It has been a real satis- 
faction to me to visit and to lecture before 
many insurance communities in towns and 
cities all over Great Britain and in coun- 
tries abroad. In this regard, an interesting 
experiment was the exchange of tape- 
recordings made in one insurance center 
for those elsewhere produced. Such an 
exchange has a particular value when the 
recordings are made in correct speech in 
a foreign language being studied in the 
places to which they are destined. It is 
my firm conviction that the establishment 
of an international library of such tape- 
recordings ought forthwith to be ap- 
proached as a practical necessity. This 
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would be of inestimable advantage to the 
body politic of insurance. 

May I round off this somewhat discur- 
sive account of a long period in insurance 
education by recording my faith that 
whatever has been achieved in the past, 
for insurance “the best is yet to be.” If 
I have invited you “to grow old along 
with me,” at the same time I have 
cherished the belief that the future, which 
lies so largely in the hands of the student 
of today, is all the more promising because 
I am sure that the great majority of insur- 
ance teachers apply to their task a de- 
votion altogether admirable. I suppose I 
should add, “Count me out” in this regard, 
but at least I have tried to do my bit 
whilst being conscious of manifold imper- 
fections. 

One last thought I will record for 
the consideration of our paymasters. “The 
labourer is worthy of his hire.” In the years 
to come, it is to be hoped that the 
business world will more fully appreciate 
the great obligation under which it lies 


to those who dedicate themselves to the 
cultivation of the young idea. It is said 
that in this world we get what we pay for, 
and no more. I know that Francis Bacon 
is oft-quoted: “I hold every man a debtor 
to his profession.” This is so, but the 
burden of debt ought to be more equally 
shared. Now that every business is in 
competition for the best available brains, 
the teaching profession generally is failing 
to attract men of appropriate quality in 
sufficiently large numbers, particularly in 
the field of science. Insurance may not be 
a pure science, but it is conducted on the 
basis of scientific principles. In the edu- 
cational world generally, it is understood 
that the authorities face the problem of 
financing, and hesitate to present to their 
constituents too large a bill for pedagogic 
salaries. Such an excuse is not valid in 
the case of such a wealthy business as is 
insurance. The loading on insurance costs 
which would be necessary to ensure the 
just remuneration of insurance teachers 
would be insignificant. 
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PRIVATE PLACEMENT LOANS FOR SMALL BUSINESS 
Rosert M. So.porsky 
University of Iowa 


Are life insurance companies making 
enough loans to smaller businesses? How 
many private placement loans are made 
each year for a principal amount up to 
$200,000? $500,000? Why do life insur- 
ance companies not make more such 
loans? Are these loans concentrated among 
firms in any particular industries? How 
many life insurance companies are making 
smaller private placements? Are life insur- 
ance companies competing directly with 
the commercial banks for small loans? Is 
the Small Business Administration, a 
government agency, making loans in 
direct competition with private life insur- 
ance companies? 

The answer to each of the questions is 
well worth considering. Some research 
has recently been completed that will help 
in suggesting answers or parts of answers 
to each of the above questions.! 

Private or direct placements are a type 
of loan negotiated directly between a 
borrower and one or more lenders. Almost 
all private placements are made by life 
insurance companies. Private placements 
are made for both the debt and equity 
securities of corporations. Especially since 
World War II private placements have 
been a large factor in the capital 
markets. Beginning with 1951 more than 
"1 This research was undertaken during the 
summer of 1957 by the writer while he had a 
research appointment at the Bureau of Business 
and Economic gn State University of Iowa. 
The results of this research were published in 
1958 under the title, Intermediate-Term Loans 
fo. Small Business by the Bureau of Business 

Economic 


and Research, State University of 
Towa. 


$3,000,000,000 of such loans have been 
made each year. Private placements are 
usually distinguished from real estate 
loans, but the line between real estate 
loans and private placements is not clearly 
drawn. Loans obtained through private 
placements may be used for working capi- 
tal, financing equipment, financing real 
estate, some combination of these three, 
or for other purposes in accordance with 
the terms of the agreement. Private place- 
ment loans may be evidenced by a wide 
variety of devices such as debenture 
bonds, debenture notes, sinking fund 
bonds, mortgage bonds, subordinated 
notes, and even convertible notes. 

Life insurance companies undoubtedly 
make a large volume of small real estate 
loans but small, expanding businesses re- 
quire funds to finance other aspects of 
expansion in addition to land and build- 
ings. This is true even when it is agreed 
that equity dollars not used to finance real 
estate may be used elsewhere in a busi- 
ness. 

During the four year period, 1946 
through 1949, 127 private placements for 
$200,600 or less, totaling $14,136,000, were 
made by the eighteen largest life insurance 
companies; if private placements up to 
$500,000 are included, for this period, the 
number of loans increased to 416 and the 
total amount to $104,868,000.2 A summary 
of the private placement loans made in 
1955 is shown in Tables 1 and 2. These 
~2E. Raymond Corey, Direct Placement of 
Corporate Securities, (Cambridge: Harvard Uni- 
versity Press, 1951), p. 10. 
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TaBLe 3 


1955 Private PLaceMENTs FOR Less THAN 
$500,000 By Inpustry 


Number Per Cent 
Industry of Loans of Loans 
Gas and Electricity 26 13.5% 
Water 14 7.3 
Telephone 27 14.0 
ce 43 22.2 
Real Estate 
Connected 10 5.2 
Other 37.8 
Total 193 100.0 
a pp. 228-252. This industry distribution 
on the basis of the names ang 
btaiping private pl 
A more detailed in would 
indicate that several of the firms included among 
Pino belong in one specific classifica- 


tables show that 65 loans with a principal 
amount of less than $200,000, totaling 
$7,500,000, were reported; 128 loans total- 
ing $37,600,000 were reported with a 
principal amount of $200,000 to $500,000. 
Even though the 1955 study is based upon 
all private placements reported for 1955 
in the Investment Dealers’ Digest, the 
proportion of private placements for these 
size classifications is virtually the same as 
it was for the 1946-1949 period. Loans for 
less than $500,000 were 1.1 per cent of 
the total dollar amount of private place- 
ments for 1946-1949, and 1.2 per cent for 
1955. Loans for less than $500,000 were 
20.8 per cent of the total number of 


private placements for 1946-1949 and 
25.7 per cent for 1955. 

Life insurance companies make rela- 
tively few private placements for less 
than $500,000 because of the costs in- 
volved in making and following up smaller 
loans, the risks of loss of principal, and 
the problem of developing competent 
staff to review such loan applications. 
In the personal opinion of the responsible 
officials of some life insurance companies, 
it is doubtful whether many businesses 
that seek a loan for $500,000 or less have 
the depth of management, product diversi- 
fication, and general financial strength to 
enable them to survive a serious, pro- 
longed period of depression. 

Private placements made for less than 
$500,000 are concentrated among public 
utilities and finance companies as shown 
in Table 3. Approximately 35 per cent of 
these loans were made to public utility 
companies and approximately 23 per cent 
were made to finance companies. It is 
interesting and important to note that very 
few of the SBA loans are made to public 
utilities and no loans are made to finance 
companies under SBA policy.* 

3 Individual loans approved by the Small Busi- 
ness Administration are listed in an Appendix to 
the semi-annual reports published by that agency. 
For example, see “Appendix E”, 8th Semi-Annual 
Report, Small Business Administration, For Six 


Months Ending June 30, 1957. (Washington: 
Government Printing Office), pp. 123-162. 


TaBLe 4 
NuMBER OF Private PLAceMENTs uP TO $500,000 Mapr 1955 sy Lire InsuraNce ComPANIES 


Life Insurance Companies 
Rank by Value of Life 


Number of Private Placements Amounting to 


Insurance in Force, Less than $100,000- $200,000- 
January 1, 1956 $100,000 $200,000 $500,000 
10 largest companies (1-10)..................020005 2 10 30 
15 next largest companies (11-25)................... _ 6 23 
25 next largest companies (26-50)................... 2 5 19 
50 next largest companies (51-100) ................. 7 12 23 
100 next largest companies (101-200)................ — 12 14 
Total number of loging... . 11 45° 109» 


* Includes 4 loans which were made by two or more lenders. 
+ Includes 25 loans which were made by two or more lenders. 
listed only 


Each loan was once. 


Source: 


“Corporate Financing Directory for Full Year 1955”, Investment Dealers’ Digest, February 6, 1956, pp. 228-252. 
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A relatively small number of the two 
hundred largest life insurance companies 
have been making private placement loans 
for less than $500,000. Table 4 shows the 
frequency distribution of these loans 
among life insurance companies grouped 
in terms of life insurance in force. One 
important limitation on the interpretation 
‘of this data is the fact that two or more 
lenders participated in 29 of the 165 loans 
listed. 

Each loan was counted only once and 
attributed to the lender whose name ap- 
peared first in the Investment Dealers’ 
Digest report of the loan. There were only 
four private placements for less than 
$50,000. Two of these were made by com- 
panies from 26-50 in size in terms of life 
insurance in force, and the other two were 
made by companies ranging from 51-100 
in size. Seven private placements made 
by companies included among the two 
hundred largest life insurance companies 
were for principal amounts of $50,000 to 
$100,000. Two of these loans were made 
‘by companies among the ten largest in 
the industry. These ten companies had 
admitted assets totaling $53,000,000,000 at 
the end of 1954, or more than half of the 
admitted assets of the industry. The other 
five loans of $50,000-$100,000 were made 


by companies 51-100 in rank-in terms of 


life insurance in force. 

Five of the ten largest life: insurance 
companies are shown as making no private 
placement loans for less than $500,000 on 
the basis for recording noted in the previ- 
ous paragraph. One of the “big ten” com- 
panies made twenty private placements 
for less than $1,000,000 and participated 
in sixteen others. Two of the “big ten” 
were not recorded as making any private 
placements for less than $1,000,000. No 
private placements for $1,000,000 or less 
are reported in 1955 for six of the com- 
panies from 11-25 in size in terms of life 
insurance in force, for fourteen of the 
companies from 26-50 in size, for thirty-six 


55 


of the companies 51-100 in size, and for 
eighty-eight cf the companies from 101- 
200 in size. There were notable exceptions. 
For example, in 1955 one life insurance 
company about one hundred and fiftieth 
in size made two private placements from 
$200,000-$500,000, six private placements 
from $500,000-$1,000,000; and participated 
in two more private placements in the 
$50,000-$1,000,000 class. 


Life insurance companies are not com- 
peting with commercial banks for smaller 
business loans in any important sense. 
Estimates have been made of the amount 
and number of term loans outstanding for 
the member banks of the Federal Reserve 
System.* As of October 5, 1955 the esti- 
mated balances of term loans with bal- 
‘ances outstanding of $261,500 or less and 
with original maturities of five to ten 
years, was approximately $1,300,000,000. 
Seven private placements were made in 
1955 for than $200,000 and with original 


‘maturities of five ‘to nine years for a total 


of $770,000. The estimated outstanding 
total of all term loans made by member 
banks of the Federal Reserve System with 
outstanding balances of $261,500 or less 
was approximately $4,200,000,000 as of 
October 5, 1955. There were relatively 
very few member bank loans outstanding 
with original maturities of more than ten 
years. In 1955 twenty-seven private place- 
ments with original maturities of ten to 
fifteen years, totaling almost $3,000,000, 
were made for principal amounts of less 
than $200,000. It should be noted that the 
comparisons are drawn here between esti- 
mates of outstanding balances of term 
loans made by member banks of the 
Federal Reserve System and the private 
placements made in a single year. The 
amount of private placements made for 
$200,000 or less with original maturities 
of 5 to 10 years and 10 to 15 years is un- 

‘These estimates were prepared by the writer 
for the monograph, Intermediate-Term Loans 
‘for Small Business referred to previously. 
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doubtedly much larger than the amount 
of such loans made in any one year. 
Another limitation on the comparability 
of the member bank data and the private 
placement data is due to the fact that the 
member bank data reflect loans with 
remaining balances of $261,500 or less, 
irrespective of original maturities. The 
$15,000,000 in private placements made 
in 1955 for loans of less than $250,000 
with original maturities of less than ten 
years, were less than one-half of one 
cent of the $3,780,000,000 in private place- 
ments made in 1955. The approximately 
$850,000,000 of term loans made by mem- 
ber banks with original maturities of 
ten years or more and with balances 
of $261,500 as of October 5, 1955, 
were approximately 8 per cent 2f the 
$10,400,000,000 term loans of member 
banks outstanding as of that date. Only 


about $100,000,000 of these loans had 
original maturities of more than ten years. 

The one year volume of private place- 
ments and SBA loans are shown in Table 
5. The number of SBA loans is about 
twenty times larger and the volume of 
SBA loans about eight times larger than 
the private placements. There is probably 
very little competition between the SBA 
and life insurance companies for loans 
for less than $250,000. First, SBA loans 
are limited to ten years; less than fifty 
private placements of this size classifi- 
cation had original maturities of ten years 
or less. Second, as shown in Table 3, 
more than half of the insurance company 
private placements are made to public 
utility and finance companies. Very few 
SBA loans are made to public utilities 
and none are made to finance companies 
under present SBA policies. 


Taste 5 


One YEAR COMPARISON OF THE NUMBER AND AMOUNT OF SBA LOANS WITH 
PrivaTeE PLACEMENTS FOR $250,000 sy Lire InsuRANCE COMPANIES 


ear Ending ‘or Year i 
June 30, 1957 ae 31, 1956 
Original Maturity 
Amouni Amount 
Number ($1,000’s) Number ($1,000’s) 
_ 21 3,455 
3,407 $155,910 ‘116 $18,789 


Sources: Ad dministration 


on the basis of information included in the 8th Semi-Annual 


data were 
usiness Administration for Monthe 1 Ending June 30, 1957, (Washington: Government Printing 
E, pp. 123-160. 
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The information presented in this paper 
indicates that the volume of private place- 
ments for $250,000 or less made by insur- 
ance companies is small. About 200 pri- 
vate placements for less than $500,000 
were made in 1955 for a total of approxi- 
mately $45,000,000. Life insurance com- 
panies do not make more small private 
placements because of the costs and risks 
involved in such loans, and because of 
their own staffing problems. Such small 
private placements as are made are con- 
centrated among public utilities and 
finance companies. Life insurance com- 
pany private placements are not compet- 
ing with the term loans of member banks 
of the Federal Reserve System or the 
Small Business Administration in any 
quantitatively important sense. 

There is a wide variety of policies 
adopted by various life insurance compa- 
nies in terms of the volume of small pri- 
vate placements they make. Only 35 of 
the 100 largest life insurance companies 
and only 42 of the 200 largest life insur- 
ance companies are recorded as making 


private placements for $500,000 or less. 
Only a minute proportion of the private 
placements made by life insurance com- 
panies each year are made to small busi- 
nesses for other than real estate loans. 
There are notable exceptions. Several 
individual life insurance companies made 
10-20 small private placements in 1955. 
In light of the willingness and ability of 
some life insurance companies to make 
small private placements, and the widely 
acknowledged problem of adequately fi- 
nancing small business, a thoroughgoing 
reappraisal—however agonizing—of the 
private placement policy of the life insur- 
ance industry would appear to be in 
order. If the imagination, ingenuity, and 
skill of the individual life insurance com- 
panies are brought to bear upon the prob- 
lem of helping to finance small businesses, 
new methods, techniques, and staffing 
patterns could no doubt be developed that 
would increase the volume of loans made 
to small businesses without decreasing the 
safety of the invested funds. 
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THE ROLE OF LIFE INSURANCE COMPANIES IN 
FINANCING RELIGIOUS INSTITUTION EXPANSION 


MorTHER MARTIN BYRNE 


Marymount College 


In late 1957, the author was interested 
in obtaining a large loan for the the expan- 
sion of a religious institution. This af- 
forded an opportunity to review the 
history and performance of religious insti- 
tution loans and to ascertain the present 
situation in religious institution financing. 
Insurance companies which could loan a 
large sum of money for a long-term were 
contacted. The results seem to indicate 
that life insurance companies are not fully 
aware of the size and importance of the 
role they can play in furthering religious 
institution expansion. 


Building Activity 


Religious institution building activity 
tends to follow construction activity in 
each phase of the business cycle. This 
activity has seen no sizable decline since 
1947, and there is no expectation of a 
tapering off in the immediate future. This 
phenomenon is not accidental. The sub- 
urban movement has caused churches, 
schools, and hospitals in old established 
areas to become remote from the groups 


they serve. In the outlying areas, existing 
institutions have become too small to ac- 
commodate the rapidly increasing popu- 
lation. 

Institutional construction activity has 
been increasing constantly for the past 
fifteen years. Table I indicates building 
activity for religious, educational, hospital 
and institutional purposes since 1953. The 
average annual estimated value of con- 
struction for these buildings is well over 
one and a half billion dollars. The largest 
portion of this total is devoted to religious 
buildings, and it has been estimated that 
Americans will spend over six billion dol- 
lars on new churches over the next ten 
years.' 

Funds for Expansion 

The cost of the expansion programs of 
religious institutions which are planned 
or underway is considerable. It is not 
likely that present income and accumu- 
lated savings of these institutions will be 
sufficient to cover the complete cost of 
construction and expansion. Denomina- 


1 “Religion & 4%”, Forbes, December 15, 1958, 
pp. 19-20. 


I 
VALUE oF INSTITUTIONAL ConsTRUCTION PuT IN Puace, 1953-1958 
(amount in millions) 


Type of Building 1958 1954 1955 1956 1957 1958 
472 593 734 768 868 
Educational.................... 426 529 492 536 519 
Hospital and Institutional .. ..... 163 337 351 328 505 
1,061 1,459 1,577 1,632 1,892 
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tional assistance, where available, is far 
from adequate to cover the needs of each 
institution. Government funds are limited 
to loans for housing, i.e., college housing 
loans for dormitory and dining room 
buildings or hospital housing loans for 
schools of nursing or the housing of in- 
terns.” 

Therefore, much of this expansion 
money must be borrowed on the money 
market. Local banks are important lenders 
to religious institutions, both on a short- 
term basis and for longer-term construc- 
tion financing. Insurance companies have 
the opportunity to play a special role in 
financing larger loans for longer terms. 
Nevertheless, many life insurance com- 
panies are not interested in making insti- 
tutional loans. Life insurance company 
funds invested in religious properties 
on December 31, 1958 amounted to 
$410,000,000; an estimated four times the 
funds invested ten years earlier.* This 
total is only a small portion of the value 
of institutional construction in 1958. 


Reluctance to Loan to 

Religious Institutions 
Insurance companies seem to fear a 
repetition of the real-estate depression of 
the 1930's, when single-purpose properties 
such as religious institutions, hospitals, 
theaters, and schools did not fare too well. 
Religious institution expansion today 
can be compared to that of the 1920's. 
The years 1920 to 1930 saw a rapid in- 
crease in religious institution building ac- 
tivity. The value of construction in 1920 
for these institutions was estimated at 
$55,000,000. The peak of activity in this 
decade was reached in 1927 when 
estimated value of construction was 
$179,000,000. During the following dec- 
ade, this activity leveled off considerably, 


reaching its lowest point in 1934 with 


? Public Law 85-104. 
®The Tally (of Life Insurance Statistics), 
March 1959. 


estimated value of construction at 
$21,000,000.+ 

Estimated value of construction of reli- 
gious institution buildings in 1950 was 
more than seven times that of 1920. This 
value was set at $409,000,000. Except for 
a slight decline in 1952 to $399,000,000, 
religious institution building activity in- 
creased substantially throughout the 
1950’s and reached an all-time high of 
$870,000,000 in 1958.° 

In the 1920's, real estate mortgages were 
favored investments, and in the competi- 
tion for mortgage business, realistic ap- 
praisals and sound financial condition of 
the borrower were often waived. The 
more conservative among the lending 
group advocated the adoption of sounder 
lending policies and sounder appraisals 
for real estate loans. These were not 
heeded, aud when the bottom fell out of 
the mortgage market in the 1930's, the 
value of real estate mortgages reflected 
the poor appraisals and over-optimistic 
lending policies of investors. Unfortu- 
nately, not enough information is availa- 
ble to determine the extent of losses on 
real estate mortgages or on religious insti- 
tution mortgages in particular. That there 
was poor performance and resulting exten- 
sive loss in some instances is likely because 
many insurance companies, influenced by 
the poor performance of their single- 
purpose property mortgages, will not 
handle institutional loans today.’ It would 
probably be more just to place the blame 
for poor performance on the high ap- 
praisals customary in that period and on 
the single-payment mortgage loans which 
were customarily renewed at maturity, 
provided property value had not depreci- 
~ 4Yearbook of American Churches, pp. 292-3. 

5 Construction Review, op. cit. 

® Proceedings of the Annual Convention of 


the Investment Bankers Association of America, 
Chicago: The Lakeside Press, 1916-1935. 

7™One such insurance company—The Pruden- 
tial Life Insurance Company. (Interview with 
Ottc Tronowsky, December 2, 1957.) 
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ated and provided interest payments were 
met when due. 

Today, mortgage loans are more care- 
fully evaluated, and the loan contract has 
undergone considerable changes. A typi- 
cal mortgage loan today has a term of 
from fifteen to twenty years with serial 
repayments scheduled primarily on a 
monthly basis. 


Loans by Insurance Companies 

Complete statistics on the volume of 
religious institution loans and mortgages 
are not available. Charles N. Millican 
completed a study in 1954 of loans and 
mortgages to religious institutions for the 
period from 1946 to 1952.8 Millican sent 
309 questionnaires to life insurance com- 
panies and .received answers from 101 
companies. Of this number, thirty re- 
ported making loans and 71 reported no 
loans to religious institutions. The thirty 
companies making loans had made a total 
of 261 loans to religious institutions of 
all denominations. Over 83 per cent of 
the number of these loans required 
monthly repayments, and the average 
maturity of all loans was less than 15 
years. All except 5 of the loans were 
secured by a mortgage or by a mortgage 
and an endorsement. The size of the loans 
for expansion ranged from $4,000 to 
$1,500,000, with an average size of $57,891. 
Interest rates on the loans averaged about 
4.50 per cent.® 

The sixteen largest life insurance com- 
panies in the United States and the two 
largest California companies were con- 
tacted by the author who was seeking to 
negotiate a loan of $2,500,000. Only one 
of the 18 companies expressed interest in 
the loan, although 4 of the 18 companies 
reported that they made loans to religious 
institutions, and another company re- 

® Charles N. Millican, Church Financing by 
Financial Institutions in the United States, 1946- 
1952. Unpublished dissertation, University of 
Florida, 1954. 

Ibid. 


ported that it invested in religious insti- 
tution bond issues.'° Table 2 lists the 
life insurance companies contacted, their 
size of assets, and their loan policy toward 
religious institutions. 


TaBLe 2 


Lire InsurANcE Company Loan PRAcTICES 
Towarp Reuicious InstrruTion Loans 


Company Assets Policy 
(000,000, ) 

Metropolitan $13,935 Noloans 
Prudential 12,521 No loans 
Equitable (N.Y.) 8,047 Not usually 
New York Life 6,050 No loans 
John Hancock 4,593 No loans 
Northwestern Mutual 3,414 Yes 
Aetna Life 850 No loans 
Travelers No loans 


Mutual of New York 
Massachusetts Mutual 
New England Life 


a 


Mutual Benefit No loans 
Penn Mutual No loans 
Connecticut General 


Connecticut Mutual 


Lincoln National No loans 
Pacific Mutual 

(California) No loans 
Occidental 

(California) 517 No loans 


Source: Assets from Best's Insurance News, Life Edition, 
June, 1956. Loan policy from letters and inter- 
views. 


Connecticut Mutual Life and Massachu- 
setts Mutual Life reported that they were 
then out of the market for religious insti- 
tution loans. Mutual of New York, which 
under normal circumstances handles loans 
not exceeding $3,000,000 to institutions, 
had only limited mortgage funds available 
and was restricting the size of its loans to 
not over $250,000. 

Where mortgage loans were being 
made, the prime rate available for reli- 
gious institutions meeting the best credit 
standards was quoted at 5% per cent. 
Fifteen to twenty year loans with serial 
repayments, preferably on a monthly 
basis, were the going contract terms." 

° Letter from Thomas S. Hession, Occidental 


Life Insurance Company of California, December 
ll, 1957. 

1 The prime rate is usually considered to be 
the basic interest rate on large, high-grade, 
short-term, unsecured loans. However, North- 
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Investments in Religious 
Institution Bonds 

In addition to mortgage loans, insurance 
companies invest in the bond issues of 
religious institutions. The bonds may be 
purchased directly from the issuing insti- 
tution with or without the services of an 
underwriter, or they may be purchased as 
part of a public offering. Insurance com- 
panies are large investors in high-quality 
bonds. Since the 1940's, their investments 
in religious institution bonds, particularly 
those privately placed, can be obtained 
from the files of the Securities and Ex- 
change Commission.'” 

In 1957, total offerings of religious 
institution bond issues amounted to 
$55,090,000, of which $23,290,000 repre- 
sents private placements and $31,800,000 
represents public offerings."* Table 3 
shows life insurance company holdings 
of religious institution bond issues for 
1957. 


TABLE 3 


Lire INSURANCE Company Ho or 
RELIGIOUS Bonp IssvEs, 


Company Amount 

Massachusetts Mutual Life....... 1,600,000 
1,000,000 
Connecticut General Life......... 1,000,000 
National Life.................... 1,000, 
Life Insurance Company of Virginia 550,000 


Source: Files of Securities and Exchange Commission. 


western Mutual Life Insurance Company said: 
“The prime rate for institutional loans is 5%% 
and we have voted nothing less than this for 
the past 6 months.” (Letter from George J. 
Richter, December 4, 1957.) Other terms 
mutually satisfactory to the religious institution 
and the lender could also be made. 

12 Insurance letters are received from only the 
50 largest companies, so the files are not com- 
plete. (Interview with Vito Natrella, chief eco- 
nomist, SEC, June 25, 1958.) 

18 Compiled from listings in the files of the 
Securities and Exchange Commission and from 
the National Bond Summary. 
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The yield on religious institution bond 
issues is usually about % of 1 per cent 
above corporate issues of similar rating 
and maturity.'* 

Strictly Business 

When religious institutions borrow 
money, it is strictly a business matter and 
not a question of any eleemosynary ap- 
peal. Religious institutions compete with 
other borrowers for funds, and the terms 
of the loans are the result of existing 
supply and demand conditions. A finan- 
cially strong institution like a financially 
strong business is a privileged borrower 
in the sense that its size and soundness 
can command the lowest going interest 
rates. 

Particularly noteworthy since the 1930's 
is the improvement in the approach made 
by lending institutions in investigating 
loan applications of religious institutions. 
State laws regarding religious institution 
incorporation and property rights have im- 
proved and the higher authorities within 
the various denominations have insisted 
that borrowers meet standards which im- 
prove their credit standing. The policy of 
insurance companies in favor of loans not 
exceeding 25 years, secured by property 
at least twice the loan value, with pro- 
visions for rapid repayments have done 
much to keep loans to religious institu- 
tions on a strictly business basis. This 
policy has worked well for burrower and 
lender. Insurance companies find very 
few slow payers among religious institu- 
tions and religious institutions favor the 
rapid recovery of their equity interest 
achieved through serial payments.'* 

“4 The leading underwriters of religious insti- 
tution bond issues are B. C. Ziegler Company 
of West Bend, Wisconsin, Dempsey-Tegeler of 
St. Louis, Keenan & Clarey, Inc. of Minneapolis, 
McMahon-Hoban of Chicago, and Coughlin & 
Co. of Denver. 

15 Millican, op. cit., finds that only 2 out of 
261 loans made in 1946-1952 were reported as 
slow. Letters from underwriters indicate that 


no religious institution bonds have been slow for 
this and subsequent periods. 
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Moreover, competition among lenders is 
increasing. One leading underwriter of 
religious institution bonds has just opened 
a New York Office to obtain underwritings 
from the Northeast and to place bonds 
there."* Some insurance companies are 
aware of this competition, and are en- 
deavoring to maintain their share of reli- 
gious irstitution loans.!* 

This investigation of the history and 
performance of religious institutions as 
borrowers gives evidence of good perform- 
ance in meeting obligations promptly.’* 

1B. C. Ziegler & Company of West Bend, 
Wisconsin. 

17 Northwestern Mutual Life Insurance Com- 
pany of Wisconsin is one such company. 

18 In fact, contractual provisions are frequently 
made to anticipate these early repayments. In- 
surance companies like Mutual of New York 
and Northwestern Mutual usually make contracts 
for 20-year, self-liquidating loans, with a pre- 
payment privilege restricted during the early 
years of the loan. After the 10th year, the loan 
may be paid in full or in part on interest dates, 
with proper notification to the company. 


Yet, it seems that interest in making loans 
to religious institutions on the part of life 
insurance companies is still limited to a 
few companies. This lack of interest seems 
due to company policy carried over from 
the depression more than to a lack of 
understanding of the business aspects of 
religious institutions. 

Since the magnitude of the religious in- 
stitution building program is approaching 
the billion dollar a year point, it seems 
that insurance companies can have an 
important role and a profitable one in 
financing this expansion. Serial maturities 
and good yields make the mortgages and 
bond issues of religious institutions good 
investments where there is no urgent need 
for liquidity and where there is need for a 
fixed income and a periodic return of 
capital. 
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LIFE INSURANCE RESERVES 
AND AGGREGATE SAVINGS 


Joun C. 


The role of aggregate savings in the 
modern economy has been the subject of 
considerable interest since the publication 
of Keynes’ General Theory. Its implica- 
tion relative to the level of investment 
gave rise to a stagnation thesis. In turn, 
several empirical studies of the aggregate 
savings schedule have been made, con- 
cluding that savings decisions are both 
active and passive. rather than merely 
reflecting a residual portion of income 
left unconsumed as consumption adjusted 
to changing levels of income. In the popu- 
lar informational weekly news magazines, 
reference is often made to the volume 
of savings following the periodical releases 
of the Securities and Exchange Commis- 
sion reporting on the growth of savings 
by individuals in the United States. By 
implication, if not explicitly, downward 
readjustments in production in our econ- 
omy often are associated with increases in 
the level of these savings, or the faiiure 
of the economy to recover from a slump 
often is attributed to the continued in- 
crease in savings. 

This interrelationship of savings and 
consumption, and the growth of savings 
as a result of life insurance purchases has 
been the focus of some interest among 
the professional teachers of insurance. 
More specifically, two articles have ap- 
peared in professional journals relating, 
in an a priori model, life insurance sales, 
reserves, and savings, and consumption 
expenditures.! The purpose of this paper 

1 Geren, Paul, “The Contribution of . Life. In- 
surance to the Savings Stream,” The Journal of 
Political Economy, February, 1943, p. 49, and 
Robert W. Strain, “The Impact of Increased Life 
Insurance Purchases on the Consumption Func- 
ry The Journal of Insurance, February, 1959, 
Pp. 


SEVIER 


is to investigate the nature of the rela- 
tionship between life insurance purchases 
and the aggregate savings function, and 
to introduce empirical data that may sup- 
port or refute the inference drawn con- 
cerning the effect of increased life insur- 
ance purchases upon the consumption 
function. 


Institutionalized Risk Transfer 

All the members of both primitive and 
modern societies face the certainty of 
death, the only uncertainty being the 
timing of the event. In primitive and in 
modern societies there is the risk of the 
family unit losing its source of income, 
when the responsibilities of the bread- 
winner are high, and should these respon- 
sibilities be discharged, there is the risk 
of the breadwinner losing his means of 
subsistence through aging. In this con- 
nection, in the absence of a means of 
transferring these risks, the breadwinner 
must become a self-insurer. In the modern 
society, the breadwinner has two options. 
He may act as a self-insurer, or he may 
transfer these risks through the purchases‘ 
of life insurance and annuities. 

In the modern economy with iacomes 
rising, the breadwinner, desiring to assure 
himself that his family could maintain 
its existing standard of living in the event 
of his demise, must acquire additional 
insurance through time. In addition, pur- 
chases must be made as the rising price 
level devalues the preexisting programs. 
Although the option of becoming a self- 
insurer rests with the breadwinner, this 
alternative is denied to him because the 
reserves that would be necessary from the 
outset, as a hedge against early demise, 
would greatly reduce the then existing 


( 65 ) 


4 
‘ 
is 
| 
| 
| 
| 
| 
| Hie 
| 


66 The Journal of Insurance 


standard of living of the very family he 
seeks to protect. Accordingly, the pattern 
would be that of transferring to a group, 
through the payment of a premium, the 
risk of the loss of the income to the 
family. This pattern would prevail, even 
though the premium paid would neces- 
sarily include a cost factor over and above 
the pure premium reflecting the likelihood 
of his death. 


The Premium and Savings 


The price one pays for the privilege of 
transferring the risk of the loss of income 
due to premature death is the premium on 
one’s life insurance contract. Included in 
the gross premium that one pays are a 
number of basic elements. They include 
the pure premium that would reflect the 
likelihood of death occuring, given the 
face amount of the contract, certain load- 
ings that would cover the operating costs 
of the carrier, and the profit element to 
which the carrier is entitled for perform- 
ing the intermediary service. 

The pure premium on the contract 
varies in accordance with some appropri- 
ate mortality table in use at the time of 
the creation of the contract, and with the 
nature of the payment desired by the 
insured, after accounting for interest. The 
pure premium for the one-year nonrenew- 
abie term insurance contract would con- 
sist of a transfer payment entirely, to the 
beneficiaries of the other members of the 
group by the insured. Any other form of 
contract, varying from the group insur- 
ance programs to the limited payment 
policies, would have a premium reflecting 
in part this transfer element as well as an 
increment in excess of expected mortality 
experience at the insured’s contracting 
age. 

This increment to the pure one-year 
term premium constitutes a distinct form 
of savings in the Keynesian sense, that is, 
an abstention from present consumption 
out of present income. Under present 


regulation, these increments are added to 
the reserves to meet payments to their 
insured, or to the beneficiaries of the 
insureds. These reserves grow as the 
amount of insurance in force grows, and 
as the insureds become older. 

It is this reserve that is the basis for 
much of the observation by the laity, and 
some of the professional teachers of insur- 
ance, that the growth of savings resulting 
from increased purchases of insurance, 
and from the aging of these contracts and 
the level of economic activity, are inter- 
related. Specifically, it is inferred that 
as these reserves grow, consumption must 
fall. At this point it is well to remember 
that it is savings out of current income, 
not the magnitude of prior accumulations 
of savings, relative to the investment 
schedule that determines the level of 
economic activity. 


An A Priori Model 


In a period of rising disposable income, 
the purchases of life insurance will rise 
as the members of a society seek to 
transfer the risks of the loss of income 
originating in the death of the family 
breadwinner, and as the rational goal of 
maintaining the income levels of the 
dependents is pursued. After adjusting 
the gross premium paid for the loading 
charges levied by the carriers, and record- 
ing these as a consumption expenditure, 
and for the transfer payments from the 
premiums to the beneficiaries of those 
dying during the accounting period, the 
balance of the premiums (the pure pre- 
miums) is added to the accumulated re- 
serves of the carriers. These additions 
during the accounting period constitute 
savings. In concert with other forms of 
savings decisions, the aggregate savings 
schedule is developed. 


A Rejoinder 


For Mr. Strain’s conclusion to be effec- 
tive, there must be one more element 
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added to this a priori model. The increase 
in savings originating in the increased 
purchases of life insurance, and the con- 
comitant increase in the reserves, must be 
a net addition to the aggregate savings 
schedule. That is, if the reserves rise, 
there must be no concomitant decline in 
other forms of savings. Then, and only 
then, can it be concluded that as pur- 
chases of life insurance increase, expendi- 
tures for consumption goods and services 
will decline. 


The Empirical Data 

Chart 1 shows that since 1947, life in- 
surance purchases of ail types have grown 
per family, as has the family disposable 
income, the insurance per family rising 
absolutely and relatively. This increase 
in purchases of insurance has been ac- 
complished by increased outlays from 
the family disposable income as pre- 


particularly by the increase in those con- 
tracts having lower pure premiums to 
which the loading charges are added. Spe- 
cifically, there has been a substantial in- 
crease in the group and family income 
contracts as a proportion of the total forms 
of contracts written. 

The reserves of the life insurance com- 
panies during the same period have shown 
an absolute growth, see Table 3, although 
the relative change has declined with 
respect to the amount of insurance in 
force. This is for the same reasons indi- 
cated for the small change in premiums 
per dollar of disposable income relative 
to the increased amount of insurance pur- 
chased. From this data one might infer 
that the aggregate savings schedule ought 
to shift upward because of the growth 
of insurance reserves. 


Taste 3 


Po.icy Reserves or Lire INsuRANCE CoMPANIES 
IN THE UNITED 


Cuakr 1 
Lire INSURANCE AND DisPposaBLE PERSONAL Reserve = ad 
Income Per AND INSURANCE Per DoLLaR Year 
or INCOME IN THE UNITED STaTEs ee Year End (Savings) 
Insurance 1947 $41.7 billion —_ 
Life Disposable Per Dollar 948 44.9 $3.2 billion 
Insurance Income of Disposable 1951 58.5 — 
Year Per Family Per Family Income 1952 62.6 4.1 
1956 79.7 -—— 
1957 8.300 5,500 1.50+ Source: Life Insurance Fact Book, 1957, p. 61. 


Source: Life Insurance Fact Book, 1958, p. 11. 


miums, but, as Chart 2 shows, the growth 
of the premium payments in relation to 
disposable income has remained essenti- 
ally stable. This phenomenon is ex- 
plained, despite the rising costs of the 
carriers, by the change in the proportions 
of the types of contracts written, and 


Cuart 2 


Ratio oF Premiums TO DisPosaBLeE INCOME 
IN THE UNITED STaTEs 


Year Ratio 
1948 3.5% 
1952 3.5 
1957 3.9 


A study of the growth of reserves and 
of other forms of savings as a percent of 
disposable income ought to shed some 
light upon the relationship between the 
aggregate savings schedule and life insur- 
ance reserves accumulation. 

Table 4 shows that although the reserves 
have grown absolutely, they have declined 
as a per cent of disposable income, which is 
the source of savings, while the aggregate 
net financial savings by individuals, as 
defined by the Securities and Exchange 
Commission, has increased as a percent 
of disposable income. The net lower level 
of financial savings with respect to addi- 
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TABLE 4 


AppiTions To Poticy Reserves, Net Financiat SavInGs, AND 
DisposaBLeE INCOMES IN THE UNITED SraTeEs 


- Net Financial Ratio to D. I. 
dditions to Savings Disposable 

Year Policy Reserves' fakes Income* Reserves Savings 


Sources: ! Life Insurance Fact Book, 1958, p. 6 


2 Economic Almanac, 1958, p. 380, sad Securitice and Eechange Commission Statistical Series Release Number 


1543, p. 3. 
§ Economic Almanac, 1958, p. 420. 


tions to policy reserves is accounted for 
by the debt formation by individuals in 
the same year. 

Any conclusion based upon the Com- 
mission’s definition of savings alone may 
be challanged insofar as increases in the 
aggregate savings schedule are concerned. 
Accordingly, a second test of aggregate 
savings relative to disposable income 
ought to be made. If savings are defined 
in accordance with the Department of 
Commerce concept, it will be noted that 
aggregate savings have risen as a percent 
of disposable income, while reserve 


changes have tended to decline as a per- 
cent of dispnsable income, see Table 5. 
At best, it may only be shown that re- 
serves have accounted in part for the 
growth of the aggregate savings schedule. 
There is not sufficient evidence to support 
the thesis that increases in the reserves 
constitute a “net addition” to the aggre- 
gate savings schedule, and therefore to 
conclude that consumption expenditures 
must be lower than that which would 
have prevailed in the absence of an in- 
crease in the purchase of life insurance. 


Taste 5 


DisposaBLE INCOME AND DEPARTMENT OF ComMERcE Savinas 
IN THE UntTep Srates 


: Savings to Reserves to 
Disposable ‘ Disposable Disposable 
Year Income Savings Income Income 
$186.7 billion $10.0 billion 5.33% 1.70% 


Source: Economic Almanac, 1958, p. 420. 
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FEDERAL TAXATION OF FIRE AND 
CASUALTY INSURANCE COMPANIES 
prepared on behalf of the 
National Committee for Insurance Taxation 


Joun H. Myers 


Northwestern University 


The survey of insurance company taxa- 
tion. presented by Professor Cowee was 
excellent. He pointed out the present 
method of taxing all life insurance com- 
panies and the different methods of taxing 
mutual and stock companies in the fire 
and casualty insurance fields. He also 
reported very fairly on the various current 
proposals for changing the tax methods. 
The two subsequent speakers, one from a 
life insurance company and one from a fire 
and casualty insurance company, both 
happened to represent mutual companies. 
It is unfortunate that the viewpoints of 
the stock companies were not presented.' 

Because of the absence of stock com- 
pany representation on the program, the 
National Committee for Insurance Taxa- 
tion was invited to prepare this statement 
for the record. Professor Cowee pointed 
out that the Committee was formed with 
the objective of achieving equal taxation 
within the fire and casualty industry. It 
represents more than 325 stock fire and 
casualty insurance companies throughout 
the United States. In fact, members are 
located in 42 of the 46 states where stock 
insurance companies are incorporated. 
Some of the member companies are very 
small; several are among the largest in the 
country. Companies belonging to the 
National Board of Fire Underwriters have 
~ 1 The author refers to three papers presented 
at the 1958 Annual Meeting of the Association. 


The papers in question appear in the Spring, 
1959 issue of this Journal. 
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not joined the Committee; their own or- 
ganization handles their tax matters. 

One of the speakers stated that some 
of the data that has been presented is 
subject to the charge of statistical manipu- 
lation. The National Committee is proud 
to call attention to the fact that all of the 
data it has ever presented to the public 
have been reviewed by a national firm of 
certified public accountants. At the time 
of its hearing on January 14, 1958, before 
the Committee on Ways and Means of the 
United States Congress, it filed a copy of 
the auditors’ opinion with the data. The 
opinion said, in part, “We are satisfied that 
this statistical information is accurately 
and fairly derived.” In a later paragraph 
they go on to say, “No attempt has been 
made in the accumulation of such data 
to present a distorted or biased report.” 
The Committee suggests that this opinion 
be read in its entirety, along with the data 
it accompanies. 

The fire and casualty insurance industry 
has grown greatly. Total net premium 
volume (after all refunds to customers in 
the form of dividends) was about $2% 
billion in 1943. By 1957 the volume ex- 
ceeded $11% billion. Both stock and 
mutual companies have participated in 
this growth. Mutuals, though, having 
smaller volume than stock companies, 
have grown much more rapidly. In 1943, 
mutual companies (including reciprocals ) 
did less than 20 per cent of the total busi- 
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TABLE 1 


Taxes As A Percent or Net PREMIUMS 
(After Customer Dividends) 


2.0% 


RECIPROCAL......... 0.2 


ness. Now they do over 25 per cent of 
the business. If the mutuals had not thus 
encroached, stock companies would have 
had three-quarters of a billion dollars 
mcre premiums in 1957 alone. 

A major factor responsible for the 
mutuals’ relatively greater growth has 
been their favorable tax climate. The rela- 
tive tax freedom of the mutuals has en- 
abled them to build their capital rapidly, 
as shown in Tables 1 and 2, each of which 
covers the fifteen-year period ended with 
1957. This has helped to make it possible 
for nearly all of the mutuals to eliminate 
the assessment clauses which once so 
hampered sales. Now that most assess- 
ment clauses have been eliminated, con- 
tinuing capital growth is needed to serve 
as backing for their enlarging premium 
volume. Since the mutuals’ only owners 
are their policyholders, their capital has 
had to be accumulated from the excess 
premiums they paid over the cost of the 
insurance. Profit is the term ordinarily 
applied to such receipts, and stock compa- 
nies now pay half of that to the Federal 
government. The stock companies’ capital 
growth has been hampered by this tax 


TABLE 2 


Taxes As A PERCENT OF 
Pretax Net Income 


(After Customer Dividends) 
30.7% 
RECIPROCAL......... 4.4 


burden in two ways: (1) by the greater 
tax burden itself and (2) by the reluc- 
tance of investors to place additional 
funds in a company not growing as fast 
as the industry of which it is a member. 
Table 3, summarized from our testimony 
before the Ways and Means Committee 
(and adjusted to include 1957), shows the 
source of the retained income of stock and 
mutual companies. 

Tax theorists generally recognize at 
least two purposes of taxation; to raise 
revenue and to regulate. The power to 
regulate sometimes is aimed at regulating 
the economy as a whole, to prevent de- 
pression, to keep prosperity from running 
away with itself. Sometimes the power to 
regulate is exercised to discourage certain 
types of activity, such as was stated when 
the excise taxes were imposed on trans- 
portation and communication during 
World War II. No Congressman, as far as 
we know, has ever’ said that the one 
group of fire and casualty insurance com- 
panies should be handicapped, and yet 
the present basis of different taxation is 


TaBLe 3 
Income RETAINED IN THE Business aS A Percent oF Net Premiums WRITTEN 
(After Dividends to Customers) 
1943 to 1957 
Stock Mutual Reciprocal 
Net Underwriting 8 1.0 2.1 
Investment Income and Realized Capital Gains............ 5.6 4.0 2.4 
Federal Income and Excess Profits Taxes (deduct).......... (2.0) (1.2) (0.2) 
4.4 3.8 4.3 
Deduct—Cash Dividends to Stockholders.................. 2.8 
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slowly but relentlessly helping cne form 
of organization to grow at the expense of 
the other. 

Today stock and mutual fire and casu- 
alty insurance companies are alike in 
many fundamental ways. Every line of 
insurance is written by both stock and 
mutual companies. Both types write auto, 
fire, burglary, plate glass, windstorm, fi- 
delity, ocean marine, health and accident, 
boiler, etc. Some stock companies use 
independent agents; some sell through 
their own employees. The same is true in 
the mutual field. Some companies use 
independent adjusters; some use their own 
adjusters. Both types of adjusters are used 
by stock companies and both by mutual 
companies. Some stock companies charge 
standard rates, and some charge lower 
rates. The same is true of mutuals. Some 
mutual companies pay dividends to cus- 
tomers; so do some stock companies. In 
all of these factors both stock and mutual 
companies do the same thing. Although 
mutual policyholders have a unique right 
to vote at the annual meeting, it is lightly 
regarded. 

Stock and mutual companies differ as 
to the source of their capital as explained 
earlier, and the contributor of capital to 
the stock company expects compensation 
for the capital he has risked. He also has 
an effective right to sell his share of 
capital at any time. 

Mutual companies’ management makes 
much of the point that their policyholders 
own the company. This is true in the 
technical sense. As owners, the policy- 
holders have the right to share in the 
profits and to share in the capital. Neither 
of these rights, however, is effective. The 
dividends paid to the policyholders merely 
reduce the premium. The net profit re- 
tained from underwriting by mutuals for 
the years 1943-1957 was greater than that 
retained by stock companies as shown on 
the third line of Table 3. These retained 
profits, which form the entire capital of 


the mutual company, cannot, as a prac- 
tical matter, be obtained by the policy- 
holder-owner in any way. If he withdraws 
as a policyholder-owner, the profit re- 
tained while he was an owner must stay 
in the business. Only upon dissolution 
would the then policyholder-owners be 
entitled to any of the accumulated earn- 
ings. This is purely a theoretical concept, 
for prosperous companies do not cease 
business. Companies that do cease busi- 
ness do so because of capital impairment; 
where capital has been impaired, there is 
obviously no retained income for the 
owners. 

In view of the identical methods by 
which stock and mutual companies oper- 
ate and in view of their intense competi- 
tion, there is no reason why mutuals 
should receive favored tax treatment. The 
National Committee for Insurance Taxa- 
tion has been organized in an effort to 
bring tax equality to the industry. Its 
specific proposal was outlined by Pro- 
fessor Cowee in his paper. The Commit- 
tee is backing this specific proposal, be- 
cause it is sound. The proposed tax 
would be simple. It would be less expen- 
sive to administer. It would provide a 
steadily increasing source of revenue to 
the U.S. Treasury, without proving an 
undue burden on the companies. Had this 
proposal been in force during the past 
fifteen years, the Treasury would have 
received from the fire and casualty insur- 
ance industry fully as much revenue as 
it did. The Committee recognizes that 
there may be other proposals for taxing 
all companies within the industry on an 
equal and equitable basis. As one of the 
Committee representatives concluded at 
its formal hearings before the Ways and 
Means Committee of the House of Repre- 
sentatives, 


Although we believe strongly in the merit 
of our proposal, our basic purpose is to 
achieve equality of taxation on any reason- 
able basis, whatever that basis may be. 
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EXPANSION 


Are your benefit plans keeping pace? 


Staff benefit plans help bring to college employ- 
ment a degree of security not found in other 
professions. But these plans must keep pace with 
the times if your institution is to compete success- 
fully for competent men and women in the challeng- 
ing years ahead, 

In the interest of higher education, TIAA has 
pioneered many new concepts in staff benefits during 
the past 40 years. The CREF VARIABLE ANNUITY, the 
OPTIMUM MAJOR MEDICAL plan, the LONG-TERM 
TOTAL DISABILITY program are notable examples of 
innovations serving to reinforce academic salaries in 
the drive to keep college employment in the fore- 
front of Amurican opportunity. 


TIAA Advisory Officers welcome the opportunity 


to keep you ir formed of the latest trends and devel- 
opments in benefit plans and to work with you in 
keeping your institution's program up to date. 


You can get TIAA’s latest publications on staff 
benefit planning by returning thiz coupon. 


730 Third Avenue, New York 17, New York 
Please send benefit plonning publications. 


TEACHERG INSURANCE AND ANNUITY ASSOCIATION 


CREF 


COLLEGE RETIREMENT EQUITIES FUND 
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New and Recent Books in Insurance 


PRINCIPLES OF INSURANCE Third Edition 
By Robert I. Mehr and Emerson Cammeck, both of the University of Ilinais 
One of the most widely used texts of its kind, this volume has been 
thoroughly revised to keep pace with the many new in insurance. 
Adaptable to either one- or two-semesier courses. 


GENERAL INSURANCE Sixth Edition 
By the lave John H. Mages: 


This outstanding basic text offers a comprehensive and up-to-date treatment of 
insuzance with emphasis on current problems. Covers the entire field of insurance. 


HEALTH INSURANCE Revised Edition 
By O. D. Dickerson, Florida State University 
The entire field of health insurance is covered in this volume. New ts in 
wy, 


GROUP LIFE INSURANCE Third Edition 
By Davis W. Gregg, President, American College of Life Underwriters 


Most of this volume has been rewritten to recognize dh in a major 
area of insurance. Published under the auspices of nas Bonen Foundation 
for Insurance Educatici. Ready in July, 1£°2. 


GROUP HEALTH INSURANCE Revised sidition 
By Jesse F. Pickrell, North Texas State Un/voicity 


The material in this authoritative study i: tore teachable and useful than ever 
yal garage under the auspices of the S. S. Huebner Foundation for Insurance 
ca 


FULRLUNG PENSION EXPECTATIONS 
By Dan M, McGill, Research Director, the ?ension Research Council 
book an analysis of the and legal 
at affect pensio benefit ished under 


Write for Ex.wmination Cores for College Adoption 


RICHARD IRWIN, INC, 


Hemewood, Illinois 
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